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IRS ASSISTANCE TO TAXPAYERS 
FACING ECONOMIC DIFFICULTIES 


THURSDAY, FEBRUARY 26, 2009 

U.S. House of Representatives, 

Committee on Ways and Means, 

Subcommittee on Oversight, 

Washington, DC. 

The Subcommittee met, pursuant to notice, at 10:07 a.m. in room 
1100, Longworth House Office Building, the Honorable John Lewis, 
[Chairman of the subcommittee], presiding. 

[The advisory announcing the hearing follows:] 
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ADVISORY 

FROM THE COMMITTEE ON WAYS AND MEANS 
SUBCOMMITTEE ON OVERSIGHT 


FOR IMMEDIATE RELEASE CONTACT: (202) 225-5522 

February 19, 2009 

OV-1 

Lewis Announces a Hearing on IRS Assistance for 
Taxpayers Experiencing Economic Difficulties 

House Ways and Means Oversight Subcommittee Chairman John Lewis (D-GA) 
today announced that the Subcommittee on Oversight will hold a hearing on assist- 
ance available from the Internal Revenue Service (IRS) to taxpayers experiencing 
economic difficulties. The hearing will take place on Thursday, February 26, 
2009, at 10:00 a.m. in the main Committee hearing room, 1100 Longworth 
House Office Building. 

In view of the limited time available to hear witnesses, oral testimony at this 
hearing will be from invited witnesses only. The National Taxpayer Advocate, Nina 
E. Olson, and the IRS Deputy Commissioner for Services and Enforcement, Linda 
E. Stiff, have been invited to testify. Any individual or organization not scheduled 
for an oral appearance may submit a written statement for consideration by the 
Subcommittee and for inclusion in the printed record of the hearing. 

FOCUS OF THE HEARING : 

During this recession, taxpayers are experiencing financial difficulties. In 2008, 
there were 3.4 million foreclosure filings and 2.6 million job losses. Many taxpayers 
are struggling to meet their daily living expenses as they face a wide range of finan- 
cial and personal issues, which may make it difficult to meet their tax obligations. 

On January 6, 2009, the IRS kicked off the 2009 filing season with an announce- 
ment of steps taken to help financially distressed taxpayers. The IRS announced 
that its employees have greater flexibility to assist struggling taxpayers and may 
be able to adjust payments for back taxes, expedite levy releases, or postpone collec- 
tions. Further, the IRS encouraged taxpayers to take advantage of new and existing 
credits (such as the first-time homebuyer credit and the earned income tax credit), 
deductions (such as the standard deduction for real estate taxes), and electronic fil- 
ing options (such as Free File Fillable Tax Forms) to maximize and expedite re- 
funds. 

The National Taxpayer Advocate, an independent official appointed to address 
taxpayer problems (established in Public Law 104-168), indicates that more action 
may be warranted to address the problems of struggling taxpayers. The Taxpayer 
Advocate’s most recent report to Congress focused on the challenges to taxpayers 
and tax administration during the economic downturn. The report recommended 
that the IRS change some of its collection practices in order to avoid exacerbating 
the financial distress of taxpayers. The Taxpayer Advocate noted that the IRS is 
underutilizing collection alternatives, particularly offers in compromise and partial 
pay installment agreements, and IRS employees need more guidance on how to 
identify and help distressed taxpayers. 

The Subcommittee will discuss the specific problems encountered by taxpayers 
during this recession. The Subcommittee will review the steps taken by the IRS to 
assist struggling taxpayers and consider recommendations of the National Taxpayer 
Advocate. 
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In announcing the hearing, Chairman Lewis said, “Americans are suffering 
during these difficult economic times. They are trying to do the right thing 
and pay their taxes, but they may be unable. We need to understand their 
problems. They need to reach out to the IRS for assistance. Together, we 
must find ways to collect the proper amount of taxes owed in a manner 
that is fair and recognizes the problems that taxpayers are facing during 
this recession.” 

DETAILS FOR SUBMISSION OF WRITTEN COMMENTS : 

Please Note: Any person(s) and/or organization(s) wishing to submit for the hear- 
ing record must follow the appropriate link on the hearing page of the Committee 
website and complete the informational forms. From the Committee homepage, 
http://waysandmeans.house.gov, select “Committee Hearings”. Select the hearing for 
which you would like to submit, and click on the link entitled, “Click here to provide 
a submission for the record.” Once you have followed the online instructions, com- 
plete all informational forms and click “submit” on the final page. ATTACH your 
submission as a Word or WordPerfect document, in compliance with the formatting 
requirements listed below, by close of business Thursday, March 12, 2009. Finally, 
please note that due to the change in House mail policy, the U.S. Capitol Police will 
refuse sealed-package deliveries to all House Office Buildings. For questions, or if 
you encounter technical problems, please call (202) 225-1721. 

FORMATTING REQUIREMENTS : 

The Committee relies on electronic submissions for printing the official hearing 
record. As always, submissions will be included in the record according to the discre- 
tion of the Committee. The Committee will not alter the content of your submission, 
but we reserve the right to format it according to our guidelines. Any submission 
provided to the Committee by a witness, any supplementary materials submitted for 
the printed record, and any written comments in response to a request for written 
comments must conform to the guidelines listed below. Any submission or supple- 
mentary item not in compliance with these guidelines will not be printed, but will 
be maintained in the Committee files for review and use by the Committee. 

1. All submissions and supplementary materials must be provided in Word or WordPerfect 
format and MUST NOT exceed a total of 10 pages, including attachments. Witnesses and sub- 
mitters are advised that the Committee relies on electronic submissions for printing the official 
hearing record. 

2. Copies of whole documents submitted as exhibit material will not be accepted for printing. 
Instead, exhibit material should be referenced and quoted or paraphrased. All exhibit material 
not meeting these specifications will be maintained in the Committee files for review and use 
by the Committee. 

3. All submissions must include a list of all clients, persons, and/or organizations on whose 
behalf the witness appears. A supplemental sheet must accompany each submission listing the 
name, company, address, telephone, and fax numbers of each witness. 

The Committee seeks to make its facilities accessible to persons with disabilities. 
If you are in need of special accommodations, please call 202-225-1721 or 202-226- 
3411 TTD/TTY in advance of the event (four business days notice is requested). 
Questions with regard to special accommodation needs in general (including avail- 
ability of Committee materials in alternative formats) may be directed to the Com- 
mittee as noted above. 

Note: All Committee advisories and news releases are available on the World 
Wide Web at http://waysandmeans.house.gov. 


Chairman LEWIS. Good morning. The hearing is now called to 
order, the hearing of the oversight Committee. 

People all over the country are ready. A record number of people, 
our friends, our family and our neighbors are losing their jobs, los- 
ing their homes, and getting in line at food banks. People are suf- 
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fering. These are hard-working people with families who for the 
first time in their lives are struggling to stay afloat while their 
debts increase. We must reach out to help them. 

Today, the Ways and Means Subcommittee on Oversight will dis- 
cuss what the Internal Revenue Service can do for taxpayers in 
need. We want people to know that there is help and help must be 
on the way. We need to tell people that they can get free help to 
prepare their tax returns during the following season. We want to 
tell them how to get their refund faster, especially if there is an 
emergency. We want them to know what steps to take if they owe 
taxes, and want to pay but cannot. In summary, we want to see 
the gentler and sweet side of the IRS. 

And I am grateful to our witness for appearing today. We look 
forward to you being here and your testimony. As always, we ask 
you tell us how the Congress can help you during this following 
season and beyond. And I call on the Ranking Member, Mr. 
Boustany for his opening statement. 

Mr. BOUSTANY. Thank you, Mr. Chairman, and I thank you for 
holding this hearing, and I welcome both of our witnesses. 

I think this will be a very productive hearing. With so many new 
Members of this Subcommittee, it is prudent to start the congress 
with a hearing that will focus on the operations of the internal rev- 
enue service. As Members of the Ways and Means Committee, we 
are asked to consider legislation that changes the Tax Code and af- 
fects millions of Americans. As such, we also need to be cognizant 
of the IRS’ role, and if they have the resources to administer and 
enforce those laws. 

We all met, I think, 2 weeks ago, with the Commissioner, and 
he discussed building a world class organization dedicated to tax- 
payer service while prudently enforcing the law. Their mission now 
includes meeting the substantial challenge of a recession with mil- 
lions of taxpayers losing their jobs, resulting in financial hardship 
that is making it difficult for them to fulfill their tax obligations. 

The IRS is trying to help the taxpayers navigate the options 
available and in doing so, of course, with some additional resources 
we recently provided. But at the same time this is coming up along 
with the new tax filing season. So I believe this hearing will deep- 
en our understanding of the IRS’s taxpayer services, their use of 
enforcement tools, which is essential knowledge for all Members of 
this Subcommittee, and more, it will allow us to explore what more 
can be done for financially distressed taxpayers. 

One final note, Mr. Chairman, as a follow-up to yesterday’s Full 
Committee hearing: I wanted to offer my full support for protecting 
the jurisdiction of the Ways and Means Committee. I know as we 
look at all these issues, and there will be multiple Committees 
working on some of these, our side is offering full support to you 
and to the Chairman of the Full Committee, and I would be glad 
to work with you if the opportunity arises to use this subcommittee 
to assert our jurisdiction and to work with you and the chairman. 

Chairman LEWIS. Well, thank you very much. I know the chair 
of the Full Committee and all the Members would appreciate your 
support and we all look forward to working together. 

Mr. BOUSTANY. Thank you, Mr. Chairman. 
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And, finally, before I yield back my time, I want to acknowledge 
Chris Giosa, who is leading our side, as a very dedicated and hard- 
working staffer. He’s the Staff Director of this Subcommittee. 
Chris, we want to thank you for all your great work, and we wish 
you all the best in your new role in working with our partner, the 
IRS, and so while we’re losing a very valuable staffer here and 
someone who’s very knowledgeable in this issues, we feel that we’ll 
have a partner working in the executive branch. So, Chris, we offer 
our deep and sincere thanks to you. 

Mr. Chairman, I yield back. 

Chairman LEWIS. Mr. Ranking Member, I want to join you in 
wishing Chris the best and thank him for his wonderful years of 
service. And we wish you well in the days to come. Thank you so 
much. 

Now we’re going to hear from our witnesses. I ask that you limit 
your testimony to 5 minutes. Without objection your entire state- 
ment will be included in the record. And now here’s my great pleas- 
ure to introduce the IRS Deputy Commissioner Linda Stiff and wel- 
come. 

STATEMENT OF LINDA E. STIFF, DEPUTY COMMISSIONER FOR 
SERVICES AND ENFORCEMENT, INTERNAL REVENUE SERVICE 

Ms. STIFF. Thank you. Chairman Lewis, Ranking Member 
Boustany and Members of the Subcommittee, I appreciate the op- 
portunity to discuss how the IRS is assisting economically dis- 
tressed taxpayers during this period of great need. This country is 
currently experiencing an economic crisis unlike any we have seen 
in our lifetime. 

Every day we see the fall out with families, friends and neigh- 
bors struggling to hold on to jobs and homes and provide their fam- 
ilies with basic necessities. The IRS’ effort to assist taxpayers dur- 
ing these difficult times are confirmation of part of our core mission 
which is to assist taxpayers in every way possible to meet their ob- 
ligations. Therefore, the IRS has taken deliberate and focused ac- 
tions to provide tangible relief to taxpayers in distress, while also 
helping others from straying across the line into non-compliance. 

Let me briefly describe some of those actions. America’s low in- 
come taxpayers have been particularly hard-hit by financial hard- 
ship. Many of these working families may be eligible for the earned 
income tax credit, which can put money in their pockets. The IRS 
has an aggressive outreach program to promote greater community 
awareness of this refundable credit for low-wage taxpayers. This 
outreach program includes a specific day each year devoted to press 
events, promoting and explaining the earned income tax credit. 

I want to thank all of the Committee Members for your support 
in this effort, especially Chairman Lewis for your recent help and 
participation in an event publicizing the EITC as well as for the 
time you took to share the law with the IRS family. This year on 
January 30th more than 80 partners from across the country con- 
ducted news conferences and over a hundred more issued press re- 
leases on EITC awareness day. Our efforts to make taxpayers 
aware of the EITC continue throughout the year. We send mar- 
keting materials to our community partners to distribute. We in- 
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elude information in English and Spanish on our website, on IRS 
dot gov, and by a number of media opportunities. 

There are also more than 12,000 free tax preparation sites for 
low income individuals, seniors, and other eligible taxpayers 
around the country. When taxpayers visit one of these sites, our 
volunteers can also check to see if they are potentially eligible, not 
just for the EITC, but for other credits, deductions and exclusions, 
such as the child tax credit. 

We also understand that taxpayer service can only go so far in 
assisting millions of distressed taxpayers. This year, many tax- 
payers will owe money to the IRS and face difficulties paying those 
amounts. Accordingly, we have given our frontline, collection per- 
sonnel more flexibility to work through these issues with taxpayers 
with a particular focus on previously compliant taxpayers, who 
may find themselves for the first time unable to meet the obliga- 
tion to pay their Federal taxes. 

Depending on their circumstances, these taxpayers may be able 
to adjust payments for back taxes, avoid defaulting on payment 
agreements, or possibly defer collection action. We have reminded 
our frontline employees about offering installment agreements at 
the end of an audit for taxpayers, enabling them to minimize inter- 
est and penalty charges. Another good example involves the offer- 
in-compromise program, which oftentimes is impacted by today’s 
battered real estates market. 

For individual taxpayers, we have responded quickly by expe- 
diting the process and creating flexibilities for people trying to sell 
or refinance a home. The bottom line is that the IRS should not 
be the reason someone can’t get out of a real estate jam. We have 
centralized our process to review home equity values in the volatile 
market, especially in the offer in compromise situations. 

We urge all taxpayers to visit our website, IRS dot gov, the fast- 
est way to give information from the IRS or get questions an- 
swered. This year we even added what we call “what if’ scenarios 
to our website. The “what if’ scenarios allow taxpayers to go 
through what if A, what if B, to deal with payment and other fi- 
nancial problems. 

I would also like to put one issue on the Subcommittee’s radar 
screen: the recently enacted stimulus bill includes a number of re- 
fundable credits. We hope taxpayers will take advantage of these. 
We also recognize that such credits create the potential for abuse. 
We will watch them closely and report back to you if we see a prob- 
lem. 

Thank you again, Mr. Chairman, for the opportunity to testify. 
The IRS is committed to assist America’s taxpayers in any way it 
can. You have my commitment and that of Commissioner Shulman 
to work closely with you as we move forward. 

Thank you. 

[The statement of Ms. Stiff follows:] 
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delayed i iL'hed'.ded 33 pereent irscieiie k.-IikIii d.1 fur the firt-1 Df January; we 
idso*MrGS«d Northern IIILthm flutming casinos and redwsd si m racsJd 
percent Wi* ire atsfl ere; unfit rhni ihv pntts « fnit arid equilolMe fur nl i 
coir.nierciiil casinos lovaied ■.hn:ij L , li".ii she United Stoles. 

* liWI'rat* SeMkmeit utS is «lao vieorou&ly purging Fasi iv-jyh Svnlvtmcm 
|FT5( for field usm. I-TS is designed n settle erne* ntcticqiiu’lcly ihan is 
piwsible wilh ImULiionnl Appeals procuikirw. This process is especial lyhcnellLial 
Id taxpayer* who have a tu liability in diiperle fhal is greater than 525.000. Eli 
KT5. IhvcAniiiinCr Urines in. an Appalt ull'u ial !* iiiciliiaie ieltleittttfil While Ihfe 
uac remftira BMhe group level li n bant piloted in t-iidus cities ihroMthcrul ilic 

HTUndy. 

* Itofeakfll ■kuRhFK*: We ire actively wotkiruc ■■ nh the Nati«»l Council of 
Sole sli uiMiii' Agencies iMt'hitAi nnd indivitMJ agencies. 10 provide Kchnicsii 
aasKtnnce and ndminixuli vc <nvcn.inlu: fnrihc Low [nciimc Housing Credit 
(LEIIC) prisgram. 

We also wnElnw 1o reapood to ia.s questions fifwn ?he public wiih tes-pcii to a 
lA itfav variety of technical issues wcluding; hjworic ess i ne$ni«v<A faesive Aouviry 
I a i mcs. PnrliKMhipi. Sua S Corps, and specific iiiduuiy related issues (such as 
lie! ■ I. Con strut’ I ism. UIEC, Ei:-hir,.c and Services]. 

* W h:ii If Sis-nji in'-: I n, illy, uApriycrs, with "I vim i.il problems who discover 
ihey can’t pay is her. Ihcy file chcir2ilti$ las returns also have opium* at nibble. 
IliS.got "i:.-; a list uf 'What ElT" ^rcnanim Ihoc deal ’vith payment and either 

I mare / 1 pruHikiflv. They: SivnamOSe inquesliem-HiuJ-JiiHwcr I ijriri.il. provide 

n il- nal .11 -Ml '.pivi-n I.I Spinel L l:iI ;.iki- I .. s pnV rl s .mill: Ii ■ ;i i;. i 

I .ill tan likewise annuel die I RSwt discuss. .iddicirxia! opi.iiK in pay. 

funroJ Income Tut i'rc-Jjt 

One imponant hciidli nvatlattc wmany lastpayefa ul low- m modefaro-inciHine is- ihe 
esinied income ut credit (GITC). The American ftconvery .ivl Iteiiwesinieiic Aei thiit 
was reornlly hiyricd into lau temporarily lediietsl marriage peiullUM r'.ir J I'R reei nienr.s 
and inereased LhcciediL lor irjdividuals ai'jd :nn;;l es with 1 lc niece quahiyin^ ehtldren. 
The IRS liar, m plaee an aggrres tiie tiutrejeli -pniiyrani designed IP retell every la.spayer 

tint quaiiflcE for The tirrC. tffbns w advlee iatipayere iib«al die evilHbllliy trf thc EJl^C 
inchtde; 


* tlR" A is* If i ivas lias l:as.fi yeat ikh.' II5S !^.'tLdu1s.f a tpt\d1e day ID fdcuSOIt 

Ihcaviilnbiliiy of Ihe Kl I Cciedit We won i*nli hundredi of ■pnnmerE in the 

n.iie-s nnd lixnl onnamumiiies m provide inFormniiijn imd. answer qucsLinn* nlhtul 
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me credii W y rIkj schedule press briefiryis with ihenncioral n^lin snd i.srth4cr 
cvcmr. In I ii .-I Luhl l.nu importance of the I I Tr . [ know I hue Chairman Runael unit 
^u < hcoi < niTiil’!Lf u i ha. man ] uw is, have «i Hurt auuompiniuLi Ijil 1 14 S- C'ocinr.sssioni’t 
l(i xik.Ii inipurlunl EITC outreach even La. We appreciate Limit" eft'orlx anil art 
ready io ivnh nihur Members at Copgpse ^liu migTn: ^ IhIi io M-lfcdule an 
EITC r-elsied (vein in Iheir siatc or district. 

This yuar. EITC Awareness Duy was held on Fridny, January .W when more 
I ‘mn $11 partners from at russ the cixinlry coidtsiled nLwstxmfeicnLTK m il over a, 
hundred more issued presa releases all foe tried OIL is tr : 1 1 n |s. iPtc WMd Out afbuul Cllnr 

nv^ikibiliry ofihc EITC. In sIL *80 press conferencee were held or press releasee 

issued hy Ikfi pnrtne*?. Iks nt'i" . i.ik iMmuipncotl in uvuhim neross d't- cnunliy 
i nchiding one in Peoria,, JL wiih Lhu new CiuvumiwrsrihaL hiilj. 

• In wlluborncion with E3TC Aw*ren«e [tyy wrivjqies, wealsiMlflfered I ITC ' 
assistance in more lhan I 70 Taxpayer Assistance t’unic:-; qovhu Ihu country cn 
three Saturdays: January 3 I. February 7 anil February 21. 21101?. IRS cmplnyew 
prepared mcmv Iua rvlunia lor EITt'-cl igibk 1 taxpayers. 


■ t.reatur Liilixulinn of I RViyn We Live Ln an elueironie age. and the IRS is 
making as many rtsolMeus as posuMe available tin iLs websile. IRS^dv. Relative 
lo iIk Kilt, b vldihor u IhS.jov could, In Engl iah or Spantafa, determine tin or 
tier HiaibMirty for the EITC. In addition. Hi ere »r-c a number of tools evnfclable to 
both our a ie.il community partners pf lo paid tax preparers Ibal will iuhihl iFism Ln 
helping E.ITC cFu.blu clients. For example. inJon-iuLion available Id paid 
preparers induik/: l al The lelexL E: ITC updates: Cfrl EITC digth-ilky criteria; (cj 
Tips and HHb for preparation of EITC remmsp (d> EITC due diligence 
cdiictiiieuwl nmteiiHb; £el Specialized products and limkilo other helpful 
rusnuruuK; and (fl-an eleeimnie uxitkil ft* lav pmfbsriiaiulri ut liLTi ' i. emr.i l 

For mjr cotmjnunily partners. the ollerings are An'iired on markeluig niatunalx 
ileiigiicd togCl Llie tveirdtOuL 10 t'olcMhal reeip.M. iils. I US provides an ckt'lixirtie 

"Pannef loolhir tliai inoludet an army of useful jjeflcna! aivd special i^cd 
m p Hie Ling. Lord k sneh ;i:i tunipl.iCL'i., Elaitstics, fael xhccLx, hove -In ii-ns, Epecinli^ed 
pcxiduelx and hnkn lo oilier liclpfuL rEsources. h allows, Ihu partner lo erualu and 
LLsLixa.i/e EITC eornm'.inieatiori produelx with loLation. logo and purxmal 
messages. 

(haru it also n HUiilih ot nihur inNsroiii hmi on iRS.gnu lhai will :t^xisl envplivyurs 
in isnti Tying their employe es ahisti.il Ihu pixlunlial availability of Ihu lift an. I Ihu 
pcssilitliLy v'f reeeiv inu advaneu Lifft' a yinvurair. I hat allows einphvyues L;> 
reveive Ihe EfTC bene 111 i :|- rsmu >i tbs' LLmrau of the year, and not as pari <tfa lump 
sum pflymeiii wIkh lhnr same employee Ales bla or her Federal wx i etum. 

i llircel anil linliiefl £ lulnuu li EllbrLj lo make Laxpuyurs a wen.' oF pnstunkul 

EITC eligibility are oei limited to just u single day. IKS eouimues 
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efitortt >hrwi|hoHMhe eiuire ia* wwon- This ingln uwkinu -a iLh botolht 
legal i jil nil i turn I media Lee-pine them aware of lire availnbilily Lit E:ITC, ox l-Ij 
h lilf pchltcjum and dixlribulism of n-aierink I bar con he handed eiuL in lircril 
communities 


Other lu* Chad) re 

I lik' ILITC is. nnl il k only credit tor w, hieh taxpayers may hi* eligible. lnli.inr.Kim is 
available thrall these ercdits cm ER.5-.euv, They i relink 

* Ylakinu. U.>»rk Pjs ( 'redid: As pan nf the American Rrcosers and Elcinvc^irncm 
As.1 iM'^iliW. this pruvisinn allows a tie credit Far rich eligible individual lor il k 
kr-ab’v year hi an amount vagal tOfr.2 pcttenl oftanHd int.vilie uHl'c !;iqxi>v~. 
or in the saw of* joint return i I he arc* urn uHowaNc ua eredH Set 

:Iil- uuhlis year shill I he ngdLiced | hue in e be ■ v. /ere | by iwri percent uf ski miiah 
of Ibc taxpayer's modified adjusted grews inertne as exceeds S75.IXKI til SfeOilCi 
in the case of j jir.nl ietum I. Thin sc el urn appl irs to Li-vi'nlk years hecinn: lie after 
l>ecvnihcr 3 1 , 2CHH*. and on ur below Drecnnber i 1 . 31 1 0. 

« Child lax t TkJit A taxpayer wba l:j:. a dependent child under age 17 

prububly qua! dies l> >r Ihk child Ian (.tciIiI. This credit. which kart hr as muck, ox 
tuwo pcrdiMibte tin hi, is- mi addition to iK- S 3 . 3 W c.vhii|XKm for each 
dgponcksni. A chnng? in the wuylhccretol *5 flfiiirgd meant llwt nmn; low- * h 1 
mod ende -income familigs will qualify for the lid. crcdiUm their 3lfJii rclums. 

The child lax credit is nciLlha some as she child care r red La. IXitails un fi miring 
■iml claiming lire child lajiciuiliLcanbe firccml in 1R.5 Publication ^72. whkti is 
available c*S iMjfi L'.-Cfi tile. 

»■ Credit fur t 'hi hi anil Dependent Can KsgiiHws An indi ■ iiiuil who pays fur 
stcineik la- cart fur a chilli soht urslie tan work urlocfc BerwWfc, pniLiUbty 

<iu:iiir]«a tor toe guild find dependent tart unedli Nornifilly, the olidit om$i be ihe 

taxpayer's dependent Orel under age I 3. Tiknitgh Mh: n referred loss ihe- child care: 
CTcdiL. this cretin ..< alxa as jtlnhfe In those 'she. pay snmerinc ur care far a :,ptiL.-;e 
ur dependent, regardless ol'a^c. which are unable lo emc lor Ihemsclvcs. In mnil 
easta, Che emv pruvider'a Social ScerrriLy Nmnbcrur larspayTT illcnlilk-jtinn 
nundbei miiai beobained and eiiBiwIeii ihe rtium. 

* f'driealMiir Cmlil' Hie hfape crerlil and Ihe lifelinx' leamirye eredil help 
paraua end arudenia pay tor posi- tccond ary cdutBlon. Normally. * taxpayer tan 
clniim boih his <tf hgr ruep mhiop nnfl required enred hneen fgge. « w gl | nt ihosg 
tor a dependent's cnlkje MlucuLinn The Hope creilii targear '.lie lin.1 twrivoaistif 
pixsl scciYKlar> edueaxien and on uh^ible smicciv: must be enrolled al IfjkI hzll'lhc 
nemial toll-tiinc wriislntid t k.rzl Icasi lot academic ptrriudy A Li. '.payer can uhr 
oluioit ihe ii totimt Iaarair^ crodii, over* \i he or she- is only taking anc coarai-. In 
saint I'fistf-. hftYh-ifvtr. ihciaxpayermfiy dt feotr l^ 1 olmnrn o K rhe piiriunand tots. 

dediacbniri inxlend 
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An education radic And llKiuiiion and ft&dtdiKdai cannot Iwth be claimed for 
the lame wudctM m dhc same >ear, Special euIce. ■■ ■ luJiiug Income Imwis, apply h> 
curt fffihttetax bioak i. Details- on shew and oiIky cJucm icn-rc I ised caw. breaks 
are conained in PuMicabkHiDTO. 

* Shew ' si' ml it The saver's creilil is docigncitlnhelp lew- and moHerale- 
inconw- wrsrke-is save for rui.iejnem. A i.ixoaj, cr prohnhdy l-ii.iI.i1l-- if his or hur 
imagine is. h l- I ■ ■ cert. in limit* mid ho or she-ccintriKdesiln in iR-.A or week pi. ire 
refinement pi-in, *urh os a 40l[k). InEMime limik r'irr 2-SII^S are: 

n $2ii. ihr -■ ngles . i s ' I married caspayers filing ivepamsely 
n S-Vy. TA|.i for ho. nk i •• f "u 1 1 1 1 ■ ■ 1 1 ! mil 
0 JST.Wfft for joint jilcrs 

Also known as Ihe retirement tm jpgs cWTlTitmtirwu-crcctil.. IheiP^cr 'i; crecLil k 
aMiiiahlu- in addition i-.i rmy other Ue, fjiviiiv’c ghiil apply. J liure if Mill time io pul 
pmney imunjn |R A mid get the sncer’a credit on a 2imik neiorn ContrituflionE to 
an IlLA for 2fXlH can he mmle ijmil ypril I S, 2(HW. 

* Olhtr ( rt-tlils ,\v ;iLI;i lili JjtS.yos hi-, irformalian on other available crcdtli 
including: 

0 The foreign lac enedii; 

□ Credit fur the elderly or Ino ,1 ; i h-'. I 
d The adisplion croi.il, 

□ The Kfidenl il eixrjry efficient property credit: anil 

□ The a lie mil ivo molor vehicle lincludine hybrids | eredil. 

Everyone is advised hi cheek for uhcibilily fur each. <if l3iii credits listed .above. Many 
individuals, who have loss, income in. 21)0 h chan in previous years may now he eligible in. 
clnicn cerium lac boneEls lor svbicli Ihcy were pcevinusly nol eligible. 

JhViVUf!' flfCtVijJ Cfi.'iHlX 

Congress hit; reecnUy emceed SKveril new credits as; well ns olhcjlax breaks. These 
include : 

■ liriL-Timc lltnraelmyt’r Credit; Thu sc who boughl a principal TCMiieniv 

1 " i I ' v cease considering buying one ahuuld lake note. 'Him iinmut' Citdil 
pros idea up lu E-T.5 Wl hr qua* i 'i« laspnycu- wlm purchased twines after ApriL H. 
20JK and on ot hefirre December 31, 20® and week’s much lilt: a 15-ycar 
inlcrciL- Irec k'un. her homes puTchi-.cd a Her DdCftribcT 3 1 . 2IBk and he lore 
Dccciribcf I. 2IS0 I 'J. flic credit n SH.OWand docsnuL have h> be repaid provided 
the home remains Ifrcir main [E-sideuee fucifi mcnlhs after the parcliase dale. 

In miial m: and answers locomnwiily asiud c|uesCions abnuC liiis credit are 
available cm IWS.jijcjv . 
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» flu RtduVtf} Ri'lnh.' CrL'diC: This credit is lipur-rd like H11L ye-ir's tiijttrwitiiu 
Slmiulus l a m>k"il Mtwl tliuL Recovery Rebate Cit’ilil acliouiiLs an 1 based ud tax 
year 2(Xlli Mislead of ZOJ7. MusL |>replc already received (Rcet full bcnclil in the 
limn d-f the Economic Stiruu ius Itaincnl. HuwdYW. a taxpayer may ifualily fur 
the Recovery Rd bull: Credit if, lee caiuiplr. hear she ;l d rtwl pi an Kcmoi.ne 
blmiudus PayuxuL had a child m 2 fJilK liad a change in, income level, [fybu 
receive IhisctvdiL. it will he iiii/lodrd in yaur re lurid arid will nut be issued as a 
icpuruLc payment. 

* Mortgage WwfcHritand Ftntlnirw For hwnieovincrs, moHEflgeworkouta 
now iiiay be lan-fm Eligible haiKowners can exclude debi forgiven on iheir 
pi incipal residence i f (he btlanee of the krnn was l«k than $2 mi II ion I he li mi i •$ 
Si million ftw a merried person filing u separate reftm Form 'J&2 and in 
iitaUuedcaie have details ahodt (his program. 

■ American Opportunity Ta* Credit: her la.vihlc yearn beginning in 20Wor 
21514, taxpayer will weave a ax credit equal to ihe sum of I DfriV of ihe first 
12,040 of tuition and related -expenses (including beets] padd during (he tanfafe 
year plus 25% of [hoot exposes m excess ofl2.(Hio up io S4 j0(W. The credit Is 
allowed for ihe flrsM jwsa ofptisi-seLendary educ-anon. 'rite credu is subject is 
a phaMrcui for taxpayers with adjusied gross income la excess rrffcSUMHK} 

(1 1 CtiJKHl lor irsrnvd euer|des filing joiiitly.) 

Super Halnrtkrr 

As with Llie EITL'. Ihe IKSa is isticip every media up puatunily le> i relic senelliaL taxpayers 
know. and late advantage of. all available credils. We hive d; -Jnhu .cd rxrui releases, 
ctniduLlcd interviews wills various media relicts, and shared media materials wilh uur 
paili ers Ihroughixal the LiHmliy. 

In an ■. I Ion lei maximize' ourprcnrKiliunal elliirht and. luassuL is many taxpayers as 
pueuiblc. IRS w ill eimduet a Super Suluiduy evcnl on Saturday, March. 21. This will be 
Ihe secand Super SaLurdny iliuL we have conducted in Ihe lisL 1 1 mcmlhs. The lirslwaj 
Held March 24, 200K arid feeused on alerting limisc individuals who had rvciL filed a lax 
return, lor 2007 lhuL Ihcy iniy be eligible for Die eninoiniu winmlux rcbale. Il was a ureal 
success. 


Tim year, we hope k> use Ihe Soper Salu relay evenl hi highlight :.li a: ihe scniecs oiler ci! 
Hy ihe IRS lo assisl taxpayers, dump ihese Irmblcd economic limes and 1i> preside direel, 
hnndi un assislanee in chose taxpayers visit me: an IRS KirilJly nit iliac day 

VVc have already identified nvnrc lhan 2511 Taxpayer Ai si stance Centers Ihnt will he 
staffed cm chut day. In addilinn, we hope hi leverage ruir p.irinc?.hi ni uiin yyoup« in Ihe 
local ccunniijirlylo make available tiler.il ly miisdrrelstif facilities acruss Ihe cnumlry Ihm 
will hc-iipcn rm ih.r day anil ready to assiu taxpayers. 
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I should now that IRS has jncorparajitd mfenradioi] an ■! individtKJojiedita Anil ti-lincd 
iax Itiv hi the training tttrriculwnj and ccniftculfan proteasftf die Volunteer Income lax 
Asdauwe i| VITA) aitd TteC Counseling for the Ektorly(TC£j programs Mcarljr SOjWO' 
oorifledi wtunMefflttfcaiafflh® approximate^ LI..SK) sdes imLonwidc assisting 
taxpayers. 

For live :ih>j Kiting Season, IRS facteaaed the stupe of return preparation at YITA/TCE 
aiiti w allow fbrilie incision of returns with Canotlhtiofi of Debt iwt in a direct 
response to [be Increased number of taxpayers; facing, mtHigagu foreclosures, I KS has 
provided mining to Its emplayeea and specific (raining modules r : m Sums farmers ■who 
wanned to increase ilwii scope of services » include line Cancel Union ofiJtfct Issue. Out 
Taxpayer Assistant® Camera haw also expanded iax la* scope of amices to include 
CaneellaiKHi of Debt tncome and Fuat time blomc buyers Credit. 

ti-f-'ric. ii-fi r. anti Direct Deposit 

Tin; casTeil n-iy fur taxpayers 10 receive iHeii tfefilmd from llieii ZDUSiUk rclum is UJ file 
early uiidClCi'lrUnieally. Fkviii'rie tiling opium? ■•-ill speed iFe pavirh~il of refunds 10 
iiulliura Oltavpayers. Taxpayer! who e-filc and ehoOSC Csiiivi depost-l foe tlkir refunds, 
eu evainpk. will gel llteir refunds r as Sew us IN Jjv- Thai eompures 10 apprOairtWCly 
aui weeks lor people who file a paper return midget u i.njiJiLiimal paper cheek. Tim i«ii 
laxpiysis could hivv begun fifing CluClnxiieulLy uti Jan. I fa. 

The 1R.S in 21 W is upui'i u-IJeinig free tie prerviruLii'r m;l filing through the Free Fila 
prugrum. Anyone with un udjuxkd glass r -.eui jp to SSfi.OW camise the •■..■ iihii;! Tree 
File uplmus this seat trial is approximately 'Sift inillioii laxpayei ?. The program is also 
easier lu use. including a. atandndixod sfl ol 'eketrurirt farms f ,i: art mml livqueiilly 
iiscdhy Free File-el ipthle taxpayers. 

Tilts year, the IRS arid rls partners are ullcrine a hew upturn, 'T ree File Tfllabk Tax 
Fumes" lliatopem up Free Fcle Lu veriually everyone. even those whose incmiei exceed 
■SSt.iHM. 

Free Tile FiLlahk Femes allow] taxpayers liv lillouL and lie Lhcii t-j ■- Isinns ukclrvuiieul ly. 
just us they wnuld on pop." Tins option dues nut inelude art “inlKiriaw" process! like the 
Inidriuiial Free File ollenngK. but il does allow (wpiicm In enter their Lee data, perform 
hnsie inuth calculation), sign eleetienneal ly. print iFieir returns fur reeunUxuping and e- 
lile their rcLums. Il may be jus) right lor Ihuse who are cumlorluhlc with the lux luv. und 
den'l need ussisluuee corn pic I mu their returns or lliose who use clue Ironic snBwan; le> 
prepare their returns he.1 nevertheless file usury paper tunns. 

I fall' Ihe ILIIuhle forir.s option und the previously asuilahle Free File olfriings are 
available enlylhruuch. I R5.gov. 

MUli Central. 
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■[III I ... I- !,.d -.V..III I i I.-- -1.1 I.v-Ii I .. ill'll III- lit- ft |ii«|i(i|; One irii.;il 

mcisja^c fun ?i> ifKW conHituenia llie fasiest way so gci infetTraminii from die IHS or n> 
4*oi questions answered is lhS.gov. When uwpsyefa vital! IRS.gov this filing aenaoe, 
imay noiiceihenew "rwanir^i spotllijhf" fcai>uret)a 1 lieln*lu|ieg£. I he 
K}jf nil -. h elini gr f- f-l If- v,v ink gne ilk III.- |-| il ■ Ji-1-fl jweesxlu 

mope of ihc vaa ButHturt ofsonnarl available 10 ihem on om website 

Also on Che hountpage, laspayd* eian click on fLWLivtrnn 1 10 find help preparing and 
lil ing ilnj‘i iuk TtTm lit.. Ukc lasn year. llus- papular section of In. 5 .gov lias * wide range of 
offering chm address laspay-er needs. 

finally, ilk I Its i» pseiduo: n(t -s nunil-ei of |H*deaalB lids filing ataann that will be available 
on IKS.gov. In addii»iiii>Tnx Tips, F«e* Sheets and News Releases, these alien audio 
I interviews eove# a wide range of topics and are a way for die I K£ to reach oul to a new 
guieraiton of laxpaycis. 

£uriitt*rj 

I liars you ug£nu. Mr. Chair man. for Mil if | "•■ --r 1 1 r ily In ic>ti Ij lliii fumiing. The IIIS ii 
Cuinniilh\l 10 assist Aiitfrica'S Ija| ray a s iit -nr, wsy r ran dining this dtllWul! Iiiik We 
uiiikitilarkd Ihil g i\ cr life Iruple dale of ibe rffitfrOfliy and Uie 'imnu ial duress efrtiahy 
individuals. we inae need logo even furdicr. Yon iiave my eeminiOnerU and lied of 
t uir.nr isim*.T SI • ill' Mar to-u-uik e-Jvsely e ilh yon as m nXive lorrvarJ. 

I wircildbo happy On respond lo your igKslJoda. 


Ilf 
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Chairman LEWIS. Well, thank you very much, Ms. Stiff. Your 
testimony and we would look forward to ongoing relationship and 
continue to work with you. 

Now it is my pleasure to introduce the national taxpayer advo- 
cate, Ms. Nina Olson. 

STATEMENT OF NINA E. OLSON, 

NATIONAL TAXPAYER ADVOCATE 

Ms. OLSON. Thank you, Mr. Chairman, Ranking Member 
Boustany, and Members of the Subcommittee. 

Thank you for inviting me to testify today about the challenges 
facing financially struggling taxpayers. The IRS itself faces a dif- 
ficult challenge in trying to balance its mission of collecting tax 
revenue with the fair and compassionate treatment of taxpayers 
who for whatever reason are unable to pay their tax bills. The na- 
ture of this challenge is no different in a recession, but the number 
of affected taxpayers is obviously much greater. 

The IRS has many tools available to help these taxpayers and it 
is now more important than ever that it use these tools appro- 
priately and compassionately. The general premise under which 
the IRS operates is that taxpayers should pay the full amount of 
the tax liabilities they owe, but there are times when taxpayers ex- 
perience financial difficulties and can’t reasonably pay their tax li- 
abilities in full. This may happen if a taxpayer has lost a job, be- 
come disabled, or experiences some other financial setback. When 
this happens, the IRS’ goal should be to collect as much of the tax 
as possible without imposing an undue financial burden on the tax- 
payer or the taxpayer’s family. 

IRS methods for establishing the priority of collection cases has 
traditionally placed primary emphasis on those cases with the 
greatest total dollar amounts of tax debts. As a result, many collec- 
tion accounts do not receive adequate attention until penalties and 
interest equal or exceed the underlying tax due and the total tax 
bill is so large the taxpayer can’t ever fully pay. This situation oc- 
curs against a backdrop of what I would characterize as an institu- 
tional aversion to any collection method that results in collection 
of less than a hundred percent of the tax the IRS believes is owed. 

Consider the following. At the end of fiscal year 2008 there were 
more than 2.6 million taxpayers with delinquent accounts or ac- 
counts reported not collectible because the taxpayer had no current 
means to pay the tax liability. In that same fiscal year, the IRS ac- 
cepted only 10,677 offers in compromise and entered into 22,000 
partial payment installment agreements. In other words, combined, 
one out of every 78 taxpayers with a delinquent account was grant- 
ed one of these collection alternatives. It is clearly not the case that 
77 out of every 78 taxpayers with delinquent accounts were unwill- 
ing to deal with the IRS. Rather, despite explicit congressional sup- 
port for collection alternatives, the IRS has made these options too 
inaccessible for taxpayers to obtain. 

I am also concerned the IRS does not proactively identify tax- 
payers who may be experiencing economic hardship. Today, for ex- 
ample, the IRS automatically levies 15 percent of the monthly So- 
cial Security benefits of taxpayers who owe Federal taxes without 
any screen for low income tax payers or others who might be 
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harmed as a result of the levy. This year, my research function de- 
veloped a model for identifying these taxpayers. Our study showed 
that over one-third of taxpayers subject to an ongoing Social Secu- 
rity levy would likely be classified as unable to pay based on cur- 
rent IRS allowable expense guidelines, and that more than one 
quarter of these taxpayers had incomes at or below poverty levels. 

To minimize harm to economically distressed taxpayers and im- 
prove collection processes, I recommend that the IRS allocate re- 
sources to provide earlier intervention on delinquent accounts, 
make collection alternatives more accessible to appropriate tax- 
payers, and implement a hardship screen for Social Security levies. 
I also recommend that congress increase the authorization for low 
income tax payer clinic funding to $12 million and explicitly au- 
thorize the IRS to refer taxpayers to IRS-funded clinics, so that in 
these difficult times low income tax payers can obtain assistance in 
tax disputes. 

Another important issue: taxpayers whose lender forgives their 
obligation to pay all or some of a debt may face serious tax con- 
sequences, since the Tax Code requires them to include the amount 
of debt forgiveness in gross income. There are exceptions to this 
cancelation of this debt income rule, including when the taxpayer 
is insolvent or the debt relates to certain home mortgages. But the 
terms of these exclusions are complex. Few taxpayers know what 
the word “insolvent” means, and taxpayers use their home mort- 
gage proceeds for purposes other than buying or improving their 
homes; for example, to consolidated credit card debt or pay edu- 
cation expenses are not eligible for the recently enacted home in- 
debtedness exclusion. 

To reduce burden these rules impose on financially struggling 
taxpayers I recommend that congress consider adding an exclusion 
in sections 108(a) of the Code, which provides that taxpayers are 
not required to include canceled debts in gross income if the total 
amount of the canceled debts from all sources during the year falls 
below a specified threshold and we no longer require these tax- 
payers to file a very complex form 982. 

I appreciate your interest in these issues, and I would be pleased 
to answer any questions you may have. 

[The statement of Ms. Olson follows:] 
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Chairman LtfrtlB, runx-iy Membei Bouslafiy, and dlsfingulatred Members ol the 

Snbnnnrniltac' 


Thunk vxiu for •ivilii g me la testify today aoo.it I) :i ciu Surge:- racing l'i i: 1 1 ■ :: i : 1 1 1 ;.■ 

^Hirjgimg toxp^yers, The iRS- foelf fades a difficult challenge in tjalencirq ife 
or oolteciinp II e ea* revenue ihal our government requires, lo function wch H e fair arid 
mm pa xi ion ale I run I men I ef !;::■ :i;:r::r:; wh:: far whralcver iusdu arc i.nss :ih: l:> ;:.iy 
tnev lax Sills. The nature of Ihe chBHensje •& no dflerent in a recas^on. but Ihe 
number uf alteried taxpayers it ChvkxjSly nixsT y reale' The IRS has lu::ls it tan use 
to help hftsn leJipaiyflrs. and it tg mw rnrmci impnnnnl IheuS'TTOr Ihat rt uselhsisn Ip^s 
apprcpnalely and compsss-oivateiy. 


* sppabd Commissioner Shulmpfi and Deputy Commas oner Sitff tor toe senslUsily 
die IRS has shown toward tha cteHengers linancially dislreeeed laxpayereare 
axpermivring nnd tor uoroi.'irirg plnns to shnwihonhrilY m ocsrl.t t cnlkrrhcin T.-ilwrn c 
in my les-llmony today, I wli denary a number of obstacles mat place burdens on 

frus'iciaHy'sIrjyglirg taxpayers. ai d 1 m I propose uJniiris'ralive anil ley :iIivl< 
SOllltdr* 


A. Issues AHc-scing F rnncinllv Slraqqiinn tftxpovcrn 

1. Early intervention, in callcctJon cases is efficient and benefits 

taep^yerv hut FflS uh assignment pr^ttis*? *> npt pramaln s*r1y 
intervention. 


■US melhode for esfabtehlng toe plenty of cciledllofi cepes nave irsdHKsnPly placed 
primary emphasis on the aggregate ddlarameuMa of Hie delinquencies.' For 
ftxnrrpk n Inxpayer owing E1M.CKB will lyptrnlly rmnivi; hghor priority llvin rair 
owing S1D.IM0. wMe Ihe latter taxpayer wH generally te considered a much Wpher 
priority than are awing SI Of.O. While the Lype o! lax al issue inay affect li e priority or 
e case -tor exempt a case involving emplpymem texee may recer-e more pnonty 
consdecaliori than one involving income taxes - we beieve Ihat Ihe age or the 
account niton dans nal remave »Bpiapn»)e wninfil n dntonnnirg ils priority which in 
turn plays e crfllcal role in decldns waller- cases receive personal ccntacls iron ifi£ 
LxiHeclur personnel. As a result inuny COfeCliCri PCeOunls do util receive adequate 

’ Tncr v ah«. ni|.i«fti«>dl ••*«i i are sMln'v dnsd His-* n.i:r:ii,'j TRir-Atar AdrSMin Tis Nmnnal 
"cxxvcr/idtcCiEie a apparlod by the Ecculay ul fte TtoJOury and nepuns In IhcCumvilsscnccr 
Intend Rtnen-je. However. 1 -e Na?nndl Tamaycr Advocate p«Kto.j jt intcperdcn; taxpayer 
p?npevai,ie. Ihol Sr>ns me rr«^jai»y w^Kl Ite- pn:irnn of Ihe *S. i rerjr^rr &tpartnnrtl nr Uw 
0«ijn nl Hnneg^rw* «nd lintjr i QHWthHlsntf tedlm&iy r^aniiitKl iim .\hIi-i-hi liwmFyte 
eil.iVSlH lA nul EnbmiUd in I'h IRS IhA TiAMmy DUiiHiliiMU, 11 ■ meCffifSI ill VAiiAui.iiik J Hint 
Budc,ni fereirkirBptVEwal H.mcvtt'.wchAtc pmkfdoe tOLnasr ens c* tl n * u hi »h ik-iRS 

and do TrcaHiry SepAmfifv n advance nl y« nta : r jj 

R5 News R?ieasE. t 3 Eealhs tax Soaiop -to Snepste Htp Franaily Dtatassed 
t ®K»yen; FWixHbs Otedis e-Tite Odteos. wj-SSM-i | Jsn. S iUOSI. 

1 iffiS Sr.Hi EV.. k rm jjt,'::; h j'-T md u iVO [I'-iMi.in fitrA fe3Ki'CaV4( i pn >|Wjr KHtj 
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rirllcnhnn .hxph. -- o too !;:■ ::r.y-nr nfcius. not own "ciduji 1 Dalnquunl tiijton nt lanr.1 n::l 
yet. 

H i? widely accErptnd m the ixninnss rm!rni.fiity to*l ^cwninl?; 'orn.vartlo buwm* 
much more dircull to coieclthe longer Ihey rsmsn delinquent tosotSna to e study 
by Dm &. Dradslreel. the probability ol co-resling a payment S3 Jays ;asl djv cedhe? 
by ij percent tor each edcrUonsi 30-dev penod * A, survey of rwmbers of Ibe 
Commends* ColiecUon Agency Seccom riT lh>Ei Commercial Law League & America. 
CDiraletod in Jure KOI ncicales, II' il ■:|i:- n: _ ; i y N : :"i a c ecu m is 90 days deSinquerTl, 
only 73 percent ihe deW wW be coiietoed; el &* months only SO percent wJ| be 
ecteeled; st 12 rmnUta-Ihe figure mils to 25 percent. arnlst2i months, only 10.5 
pnmanl will be mlurl&d In [art, '.nr? IRS hu nlso r::i:ixjn je~ and '■aidrfnd Itur. 
'cdleclfciiiey curve" m e number of siudtes' These sludles-ackriCYilsdge ttetpn leu 
debls that se 24 months paid due, the IREllypfcaty collects apprcuumately 1 3 cento 
nn the naltnr. nnrt Iok ncibts berrme practically unmlcrdiMe rdrrthrnc ynnrs 

In addition Id lie piubiesn ef ulluli its betturwiiJ stale end ess likely to tie pdlscVsd in 
toll. thin nr isi ml pf lane pwnd tends to "pyram d' dun iPlkn MKt.ini.I.wnn pf interest end 
psnallies Ihe longer It lo oiAalanirm lnleres-1 generally accrues -an delinquent 1a>. 
accounts at Ihe federal shwi-lemi rate plus Ikrue percerilaye paints, is LioTjyicuirxj'ed 
ofhQr. end eppues io peretlieserd inns-neel es wen ee ihe outstanding to* dsisnce 
Itself. Fdiluie-lo-pa-j cenahiae accrue st D 5 percent per month up to 25 percara cf Ihe 
duliiiquciiL balance. tVu:‘i balance cue act Mints ;ic nal addressed ard resolved 
hmety. n is npt unwfnirnpn for penetes end interest Io uquai *>r exceed Ihe cngnei 
delinquencies. Such addcioral liablities can make il very rSIToult tor taxpayers to pay 
bath tour delinquent I;: -x::; nrd Iheir currant Isuail lies This siluntar- cccurs nquinil 3 

backdrop cf unavefe&lrty of cotiecDon etlamaiivee. e& deserted bsiw 

The RS generally usns an las so, mb ly lne‘ approach to ipaltaclicn ca srs slartngrivto 
e preset nurrtwrofatitomstbaiiy generaied written noices, idlowed 5y assiprimem to 
Ifte Auicniened CoHeutidn System, followed by placenieril in a queuelcr ussiqi- i ert lb 
hold pnrsmrrhl Hovniuor Ihs ^pprnerhK has pmcluned Inss Ihan dosrahlu rasiSts 
Consider Ibe toltirHing: 

C >1 ell texpeyerdmnqiierYl ncscunls. iho |R$ reported in J arJjviH" mvnnlnry st the end of 
FY 2006, 49 percent of the individual taxpayer accounts Involved two -or more 
delinquent l;i- yeans, and 29 purpenl ul Pip Lusite^s leutpayer apppunts r i ■■■ >p v':t three 


’ Sv* p«rel a I K r A ktu'jh 5 i I FTT Hnw kJ CVirfAiif I'LpiS':-: riicl JtlU Vrai- CuiphT.-H':: .il Hi | 111 !i :i | 

1 PlAtihAw.- riMiklh j.-ilivTU’ „l I'lii'Kjii'mi’v l.:l-,i?.1 Iimi:I , Mr 

1 Pa. ari.v A lei- Z Hhih bon PuttaiMtf* O msk Wii JpH'Lii:n *:n' Plpniii:n-v Fi'IlV-i-'J; 3C 

tfAar.ZT, Z 00 i;r IRS. ■V.lanalcd Cclcclion Syslcn Opcrjlmn lAtod Tea - . Cctlcoh-IJy Curve- 
(Aug D, 20 (C>. 

r tPC §Cfl 5 i^l| 2 k 
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or mam delinquent Irix pnricds.* ■’ri:lili.-nn ly RD parmnl nr dmrjqunnt Hindi Jos 
involved tax pertodE In Ihe years 2KJ5 end srtor. 1 In tghtof me iRE'a ■GtfleelltHIfly 
cum,’ K is rsaL surprising ih::t il e R3 WfMrtad hearty 520 bilBanaeiirf cciadibla in 
FV StIM - a: tilirnnlly mma ncinqjnnl lev nnieru ih=in *rrr nrJlRciRri nn Tnxpnynr 
delinquent accounts, installment agreements. ard offer^n-CQmgHornlBB cornWr-ad. ID 

The IraiMui'al IRS. hveulary uelrvery niedicds lur tul a;:li!>i abcourfle a ! e not 
delivering opt rns restate in the cdledkm pi delinquent revenue dr in prpvidnrjljmely 
serves bo taxpayers wtn collection prcpian-is. 

i necommend thatlhfl iflS ^locate its re source sir? provide earlier intervention m the 
farm el personal or other meaninglul carsact by IRS employees, In editing 

dnlirquart taxpayer accDurtlx. 

2. IRS procedure di sea drone- the use of collertiain ehtroaElves like- 
otters .i n ■CDinproni&R and part ill -payment isiEtnlPmEFi! agreement!, 
even In cases ^here tea payers cannot pay the full sm*u ni of the ir 
tax I- abilities. 

The genetai premise under which Ihe iR5 operates ia tnen texpayefB-atioimi pay Ihe 

f jll riniDdnl or the lair t .ib IiIm: i Ihey uw: In my viisw. Mil- tjarei il pieinise ia our red. 
6nt there ere times wheniancperyers expenence financial dtfrcuihes end canngi 
reasonably pay IfieK last labilities in Mll-ar someUmaseven at all. This may happen 
if a tuxpuyer ho:; Ilk: ;l jab, becomes disubci: or experiences same ether major 
financial seiPacti yvhen this happens. the iRS'e gcei shcUd be to collect as much of 
tie las as possible wihout rupfifling an undue financial burden on the laxpayer or the 

taxpayers tnmily. 

Congress has given the IRS. tv, si iimportaFiL collector allamanwaa. ip use in wcrfat$ 
v«ilh firancally druqqlirq taxpayers. One 'a Ihe "nffer-ir noTprcmisn' in which Ihe 
rH.£ egreea to seine a lax jeWIrly for lessihanlhe Mil amourtl ovrsd 1 11 Offers beaed 
an vdlsL* bi -ty ton perns tre a good deal r« taxpayers because, while they rtxjura 
taxpayers In coy Ihmr l.*i* nhliqalinnn Id bin extent they irt able Ihny grvn bnxpnyarE 
the opportunity to nneRe a fresh siarL removing the threat oi enforced IRS celled ot* 
adieus tfiafi otherwise wlxjI'J ue hanging Over Ihuir l>eads tor fiss- irexl decade. DPers 
«tr nlso be a rpqpd deal rprfhn neve Timer,: hnceuse Ihry hnng m an mu^h rnvRn.iR ss 


1 R3 SmjttBinlfdairEatt-Etnptaydd Osfsicn CftleciMi ^i.'.v.ir .VO-S*W-J.-.ViJ r. m ,,j r iv 
s»>tjuaii! JcciKiir CuJti.isiir^ flccM ;scpi.2S. iota;. 

‘Jd. 

10 re rSiH.99U.55iT to vraD repulM as "cunenly nni cpiKltle" m v 1 ittBiJ) C'el'bction AdiiTTy ffep&t 
W-SCtO-fl ijw ms-r CUnvUem C^r.n lt>ri ?b iM8.i Cci>y1icn X^imly .VO- 

lUilVCli'H' Pttr.irUiJ P'.V.i ui CViymnuA .fifnjy |9^:1 >j J.y* I c?nrw.1h.H, .JjLi.T.i.lK nvyrXf i'sV'l rilhili. 
’■IS ai.inii r J ASMi.'lli Cu-H'iliy Nk.l Cslrtw.'.ldi R«pCiT |SGpi. 07 2»gi 

' IRC -r. Tliv. Th.' IRS po: alters tased ari Ihma (minds - Okuita as Id :tlt:ifci <i r . douhl Vs * 

! abtty. end ehECIrrB ;(m nahal an rfdudlng cq.. ly puolK potcy. > d K5X"c OHCdXp 
rxrwmel’. 
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in fnannin and vnry inportnnlly, Zhcry contain a r.nnbnrlnal Icirm llral returns Ihn 

taxpayer 1o remain o MN compliance wllh Ihe ca»= tews lor ihe following iiye-yesc 
period. '■ ir Cite lai^Bytr ctaeS nil <Mrtlpty with [he OMItraci tomitt, ti e IRS inay place 
tiitgflnr i r-: ~ rlryfai ill whigh will na.inr Ihn anguml I . j n: l nhlily -jminu? any rmyTrirc, 
madeUB&e neliKlated It Mil.” One study showed that atxwl BO percent# Individual 
taxpayers wt*i accepted offers rente ned substantially complutnA Tar Ihe fae-year 
penocl ’■ Impottamtly. tap c/ier-ai-cjompiomi^ pnogrwn aisogiMes lexp^yem 
con'dance IhaLihe govenintem will deal wilh Ihem fairly and compasstonately. 11 
reassures the ::u::li:: that Ihe goiernnuifiL will rcl ::u; Irimi <il: cn Ifie slreel or reguirc! 
them to i ivg ivi|hcu4 the a Wily to meet OseIc Iwng flirptmEes 

A nnocind collection alliennCvc in Ihe rnrtul rmyTcrr: installment ngm emend.’ Piulirr 
pgymeni instalment agreements mgy b# used whfln e totpester cannot fi.-iy pay sIbx 
debl during U-ie- 1 0-yeer cxiltectuu eiflMte u1 li'i- i.jiii.i ia hut hsa Hie aUi [>■ tu pay a 
prjlim arhiD rlabt m instalments The 'RS in required In review [vulmi-rhirymcni 
inslBUrnenl aareemanlB every two years ard mey require the lacpayar to metre larger 
niu'iliilt* payintMils if f. KLeirninaa dial the Ihu'iutf cci idiliun or die taxpayer has 
significantly inn prayed, 1 " Ahum! such .n sinnihcr-jnl rnprciMenront. hnwrvcsr. nr- 
taxpayer will continue io make payments ardeMhe agreenianl until the stHledion 

park'd i.>. :;n 

Congress has made ils suppot roc collection alter™ r.ea expticIL In 1998. Ihe 
conference ccmmillee report aooamcaiiyirvg die IRS Rxrslruclurirg and Reform Art 
made Ihe tone-vning stgiemenfl a&OJtdf^o^5-n-o^Jmpro^^ll5e■ 


* S« IRF> Fm in £Sfl L&faX Cifnpttnrm&, § Vf^JfF* K0T|i 
iRV £ 10 7.S 2C |-Ubi 1C, KBS.;, IRM S 2311 1;S| |Qa iH.iOOn 

“ lm«rdlRBhi«riH3snrtcd I AndJ^sii ^ , 1AKl»ia A^pEclaiirifed fflCftogram (Sapn itiMi As ftXLd 
□tlc^s r jn also b? bcnchim tram j mvc-niK- renjxt'K In FY a DOT. acocplKl alters nrrcrjlnd II 
wb In' 1 Miy goIb’ owed. idema Rmenje Sstw. tMSrrn Utnymmisa Mcgiam. tnatuivs 

$ iLTrmii-jr i*u^ 1 3 . 200 ? J &. cotilraiL iRS igwe'd - nr)>«il«i Iw rRS hrij. hrflrn^iy iv j i i r 3 
imiIkI'i:: H.Hiyj! <Vi iliitaii • -Ml h'hM: ™hih lila did viSuAlr iittrilia Oii eftlilii lli-C liH.Hu r «Hii 

r:u:,i.i >:i>; hi thru yanra a ntora. Inlamd F:. <i: -.r: E-ui’h «■ AuxiiiiArn Sr-v-an Clvlv i'.'Fy 

Afc?ei t-kiii £%>VrAh>i> Cn'ic iAj(' 5. <CM2; An as taKtyal ri(«lod aflora Uiat sioeqiHrtfir -rr 
dairred "zunwIV nci mieclfcis" ^CMCl tound Ikal 2? pjrzem ot Ihe c«« (ivoiwir.g rprinjua 5 and ao 
|M<>ipt>nl ^ IIih CWf Hr I-^.H hinj hmrrrtWH "W HiHWjy in CNC UhIh? Kt ll'H iiiHJ IliH o/l'w W 1 TIH 
■rtiaulH! li'Hjii'iiHl RHh-HMuii Sartic* rriia^iJi -sit L'A-ii-ui- A.synrt:u CiC Amj-flin JftMi In 

nltKr wcnin LtiLi ft5 rn^LniiEl'tii uupayn offer la (My ioniaUing and cd&n ancted up wtti irafiliig 

IRC 3 El ». PriDr ip 1DK Ihe RS dcmnnii.iivslv nmcree flu mtitf-puynurc Instatrcn; 
aa'een'enis. n I39B. Ihe IRh> Odfce of Clliiel Ci.riei jsuec n ’nemyardumoorPuinaOral partia 

pi-r.TiHT-J i-si'lmu-r at|iHmnnS np| oeimissiSu -,rdH' |Tif lew Th t B. V^r |hjt I«-h t rJi 

C-.hi -HI TJ J 004 i cHink--Hiil HijimH iHMlw r.M H jhuitililli Miry il l-cr;Uj» i> psiil linn Chx linldUtki n hi I 

In it 4i 'an-zan J:M ■I.'psihi' feh Con^iisi julnon»d p^rin-pjyrnnnr insislhi'nin jpruii-Tiiiiis. Sen 
PjtX L No. 1O0-J5T. ^ Bijfaiil I, 1 1B Slal. 14 1 S 1G00 f2COA|: H R. Rpl Hn. IGB.T5S ,11 54B I2K4) 
itnnl. Rep.;, 

~ UK % OiSOidJ 
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Thn nnnfamas tinlinvc thnl tnc IR£ shoi.ld bn finxiblo in finding ways In 
wrK v*lin taxpayers ^ho ee sincerely irynglo meet men obligations and 
ram an iinlw Lax s^lem, ftecdrtfnflly. Ihe asrHan wa befcme that (ha i^s 
nhniJd nn'« it n.mirr for Inxpnyrsm In nnlr* * nlfft* ir-mm::r3Ti!;e 
agreenenle. ard should do mere lo educate tie larpaylng pub’ c atoul 

ll :: avalakilily of auLh agrseinenls. 

SiTile iy lha House raped ralaflng lo Ilia American JobsCxearon Act ntade the 
falhviirig srutemml abaul purlin payment rislallrnanS agreenKmls: 

The CerwiiiLrae believes Ihaz clarirying dial Hie IRS is aulhcrized as enter 

intn inslnjlnml agreements wrtMrsranfynrs tdnl done! provide for fu 

payment oithe taxpayers iis&iltty over the ineef iba agreement’ll improve 
erfeoth^ lax adrrinislrafion. 

the Committee recognizes 1hat some lacpsyere are unab'e or urwHIng to 
tnlei r’llfl a Teutonic dTeivhl-caflpmntae Tha CdminZlee batitrt* that 
Ih snn l.axpayrtT-. ehm.lrl ha nrcfluvijan Ip make parliaf payments toward 
reBoMifl their lax Itablity. end lhat providing for partial payment installment 

iigmc-icir :s will hell- ladlilalt Ihis ' 

Yet deapta this dear direction tram Congraaa. the IRS Cdleelkiri Mrelian poaseaaes 
vihut I would dinracterizc ns :ir« insLCutari'jl aversion La any cal I ten ion mtHitxl thnl 
resells n collection of Jess then iM percent oi me ley the iRS behevej .s owed 
Consider me roloivrig. 

»■ At IhecrrJ ar FY 2 DOB Ihere rrere ? flCCdS? tuxpuyers wilh delrigjent 
amounts crsccounls reported not cdlectihis because the layperyer had no 
current means to pay the lay. ablily lexcludng casea received during the 
second naH ol Ihe yisari 1 

* in FY MM. the iSS sccepled 1 0.W1 offers in cempronmee- 33 


^M.R.Htp. t+d 1C&-&3S. al7«e JiewtoOcy 1 Rffp ? 

•Hltf^Mii 1 Mi- 544 it! \ bI 30T I20CM.I 

IRR SftUjI R.rii HhV r. ill T-n ■ : a i : yi ■ i ! DnilVilih. I .Hi.: ■ '■ ■ Arfiv^ Sc^lir d-P TMk^-^v 

£l.i.i|dVMil^i: 0 >ll.-Y CvrtfcV&imJ Jftd? And FY 3302 ) Tr: I'Ii.li ,T. I i ■ MU I wi 3 iMiljld vwlh 

Ihn \mby of la-puyars *<in Taapayf OdrquLnc -ItLOuhis .n i-c bcslnring cl no year .iJdcc 
iiddhonaiCHFS receded cunno ihr tni sk -norlhj pitf’e yisnr. ortfstt I ratted iVitaipajier uranrJ 
drjptTJtiT'd ■SXWpl CUir^niy r r.Til Hi.iirjH -jCNCl >Y»diih p f pi purpm». yl d-is 

il 4 e 3 .L-|Ii:i t UH MqidudAil H-: 13 HI 11 E ■ Ik-d IrfViHliiA i!ii lih r-iiiil dkuirrg Mm yaEinrKl I hC i:I FY yClIS hA Mih 
IRS wculc ■ 1 a: rdLA^SAiiy I’Asc haa an opporfuiyiy In miry ihosn ensna- Cv^-.ii Min n« 4 fl»v nl 
dcInoLcnl aocnunQ it. Ihc erd ol FY ZOOB stend cl djsot.zeo 

^IK&tjiHl Bjsrssi'Sflr bmp eyed b yepi. PoiVirtan 4 otk>-V RepcriTO WPS rPS. Monhir/ rjtpct 
cT C5Ajr nr C'nrrpTrmLjii apltT(jr fY CimiiVMrZ” T.'vrKtJh PpplpiTTtwr - .YjrVyTVl fcTsI 
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* In FY 20K, toe IRSirilenad fito 22.5S5 partis?- payment vialaBment 
isgrecrnenls .' 1 

M oilier wads, ora otfcf every 244 lartpayeraviHli a delinquent account receded an 

□[far in.cjcimnrnrniKE:, ond one oul of every 1 l&lmyjinrynrn wilh ra delinquent uccniinl 

received a partial-payment nutaiment agreeTept . Combined. one out of every 7g 
taxpayers *Kh a deSnqL»rrt seeeunl rtaa^afilBdortaof thasa edtaclisn sterna lives. :: 

H Ib dearly the -base that sore taxpayers -are unreapcnsiva to iR5 nolfca&oto oi rear, 
pieixidjpu'.ur *r!M ulher prjb tins. or in ceil;: n nr£unisLu>ot;s a willlul Ji*>rt lu lio.it 
toe lavj Bui It desriy * npl toe r-Wfl tosl 7$ cut to evury 7& Impeyflrs with delinquent 
ancoumB a-e unwIUn^lodeai with the IRS Reiher. me IRS has made colteccon 
a 1 1 emu lives Pud inaccessible tor Lixpuyens Id cblan. 

Consider the oflef-in-cerinprom&a pnsgram. In 2001 , toe IRS carilr&lized rh© 

Evaluator cfoflcrs in-mx-rprariiH! shiftng ncKpcnsbilrty from Collector lieid 
personnel to iftS cemFusts The iRS alKMnentuled more rigorous requirements, for 
toe prooeflalhg ai d ooraderalbn to offers cut or concern IhaL *. was receiving isu 
runny to™ bus nffc is ' If the IRS's ess Limp I ion tin! it was receiving pooBssi™ 
frivolous tolers was corjeeL and toe procedures n mellltoed to reduce the number to 
frivolous effefft war* alfecilra, ora would e^pei' Hist Ihe number or urTei-a received 
would hriur slcrlmrd ard too rumtior to accepted nlfnv wci .d have rrmnnod 
re*allvefy csnslant 

Yet l he darn -nil a very difrerenl sinry The n.inbcr to ntfrrs Ibcs R6 rrrciorft has, 
Indeed, dedlnad - irem 1 23.390 In FY HWi to 43, MB ki FY HKM. a drop to 35 
perceuL But Ihe riLmber oT accepted totor:; tor frnrrt renuinrig Donslant, hue dec ned 
even more - from FY 2001 to 10.377 m FY 2M8, a drop to T2 perra*it In 

fy 2001, ibe IRS aooepled 04 terrain ol olfers. wMe in FY 2MB il accepted only 24 
percent to offers '' These ::,il,j suggest IhnL Ihe IRS hn&erebiud sd many burners Ihut 


IRSS-iui Bus^csa'ScrEm^PsCilPtoslo^ CcibcivHiyijcl'MvfliijBd.Ya SMOC. LnslaVranl 
rt^w^en! Cumurtilve *qjkv! try iOUBij 

3j The fiS injkm m)lHlin*V wj-rt^T’Hir^+.-WlyH.-eiHNH feilnipei,-!)™ va-c-ran -J-jjt L+jbl hk m 
Till h FY Idtih. i-H IRS ■ I , IH : 2 fi nilEhh ImuAiiveni mwIim ia iRf. Shull R.m mm. , Eiii'. 
ETf+^YLid CiPisiei’ CuVcm,.i ti.w-'.i F.tfioi: iWO-SSX S tM'dtVdA'C A^e&xri'i! Cuiiiu'iiiw Rt.imvi 
Ttiut paldl pv^nKfil ctal mt% .ia'c^"cii« :an;lhutod toss l-,m ore percum ol' 91 insJalmorl 
sgive^enis g-jiori 

3 The FeimbSfl. OfleL-^i Cowemmtef. pKieyeienu* le^rty fmv Vmn m tjnj«iiw(tj :>efcn 

1 1 1 h prthjpWn w.iH . H.IXI L -11 I ii!:ihh.|-i; Tirmi 12 m 1^7 p> 44 |.«:jih tn:ey Q+tttkif+il ft III 

infctfiidifn ebiui tn :i iijji' on die IR5 hbkiii lib o.r ,jj 4;i Jil.i: ihi end atccniiMnwfoi 
InsImtUors meusuto neerty n hdl n:r Ih-di. 

^ The percer-iapp ol a:oef led otic's is rarp jmU try d wdrg Pw- nu^tei ol oheis aocetorf by I be 
nunYvr nl ofar iJi5K*:<i-:rJ! S» ewa.”iFjnyrg chart rn page 9. 
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il has actually belamurt vnliif cftern at .1 hghnr rate than t has dukirred IritfdixiK 
offers. 31 

L ngisdnl nr enarbed in 21MB has furlbnr ririoairagcirt taxpayer!; frnm suhnrlirg 
oltiers. 31 Lteder IRC § TiZZUdll). taxpayers requesling oners- In compromise must 
nOvrgtamsially provide 1 ;; i : ; ■ 1 1 1 i " : : n I dbwi paynitr'iLv si ll a ’.rue Itiay slUim : ll i“.i ulTeft. 
n thD ol n luTfi s..ra n tt>r: r . hielnnqjgyrr pn.il make n ilr-.vn payrrmnl cif 2C* 
percents IPs ottered anroixit In the case ol a periodc peymenl olter. teelaxgeyer 
musl m3u! an niliai nsl.ilriierl payment viilh Ihe cf*sr and meal cuiilinue la make Hie 
prgpdKfwJ nrdrY rrn'!l- ppympnl; dirirg tie pnMncj of ten nffnr inxpayr-Tn wireid 

Ireomea do net exceed 2B0 per cant of lha poverty level are eligible ter a waiver- irom 

fie low payirpenl rcqiarcmdnl.- 1 - 

m 2M7. tee Taxpayer Advocate Sarvbe cenducled a research study Lo assess tea 
inp'ii:l of the duwi payment rapuiiarnem.^ The study analyzed ;i me pre-sen I alive 

eempie rf more ihan 400 hflem teal the IR& accepted In tee months 1*1 before tee 20 
percent lecjuiremeinL I 00 K attecL Among tee principal Itedings ware (hat 56 paroenl or 
tnxpnyiera ■wl-ani:- oflers were accegleb and who made! lump nnm payments Dblaiicd 
the funds from temlly member and teen* Wtee ternsy and mends mgiy * wiling te 
help a taxpayer get alreglutvilh lha IRS, they h-e ivobablv ■vuch leas willing lo 
provide funds ter taxpayers Id make dewn fMyncnls an oRm; Ihnl air: unlikely Id he 
accepter; - and fewer teen era m four offers Is. in facL accepted, tte*. net 
surprisingly, tee number or oltera revived by tee IRS fell by 21 peroeim from FY 200 E- 
bn FY 2007 as the ddivr paymanl rrqi. rnment lock effect The tenuvong Intib: 
illushales Ihe sharp decline in tee nuihber or olfers received end eccepled. 


’ lii triM I VMM,, tU IRS Ilia ■■:■! i-h>n h Sim :hf.n ID AfcAjK AT lyjfiCI TVd AlW - 2!l pAUDOie el CTTAih 

were ralumad, lOpAiun Ham cun-m nod it benoi sro: oolitic- and ID pcKA'dnciA » ihdruvi tr 
loirnralDd Thus, line tamers anmligh -Tal not any is II dted/ll to at: an s*ier joccoced. bcl to 
tarpayoni wty; Hibmi *. pal ever. iece<re a *risiai based or. |h« rrenrs ai Ur oase. Oa-Tajn'v 
ifiS Snvei 6 i.tirvuiv SeH- E m p k>viri Ow f mi GtWt»i Aftiriy fletnid NOiCOfi- i(W. WaiteV AviwyI (V 
fl.'An in P.aiuviv.-isA A.Lv.te Cveurfal\« monuyA Sfiprttxnfidi 200-1 u vfr IRE S-iui Buain«at3air- 
Emplovnd Gilslon. CuVocK'l AclwYv fiinood NO-SOX- fGfl itffl.nMTi' Repcir cf Dffcv.V i CvK^ficeL-oe 
Ortif-iV OuiTiiibnrB Vrovah Seji'ernlm' KWD. 

"" la^IncieaseandRiei.entee Rwsvetulm tel ad* Pub. L r*j. K&-3S2. 4 atra. liu^tei dJb. 

3S2C20M;. 

' ' .Cvw IRE Fhi* SlMil, >Y.T- ■ M. Rt/mu'ih ID f-ixni r:iS Offci in ('i.nyi-ivluA, v. ilvV.ih AT 

hilp .‘.Yvn.io i^‘-.micici'n. :l-ieSAM Cd.mml ■' asi v ki.se Feb. 21-, 2»-i For lha purpou. 

Iho poverrr guldelrcs is&jcd anruffp t r Ibe DopadTKml or Hcalh rro Hu "-an Eeiv^es are nson. 

w Hal and 1 a* payer teVoctee iliwr Armai nepoh » eposresy. ypl 2 iHesean? - Repcn tnycl ot 
Ariseijw and FV^i'eniifn (iKiw'yaficin tel c? iiSOS vn lOS 1 rjVi'Hr „ Cnmteran^w Ateg'?i"ii 
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IRS OF FER-EN -COMPROMISE PROGRAM, FY iQflO - FV !Mi” 
Ortlnr Hccripi^-L 1 s uor-Mion s and Acccptancc-s F YCD ■ f YCll 
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As s result of me edmmiElrstwe end mgeSliueobElKieE teas have Seen erecled. i 
liear e^uidi !>■ Ii lui tsx practffiofiBfs wfta say lhey have £ven up wi toe orteHn- 
coirifiKiniBR program nsiHutcnfcallp.n dm:: kilter Mnwrwar lax p’afo&saral!; tel aia 
tost sven me iw posetiHlyof IHe if?£ Keeping sn offer, mey are adulsirg tomr 
dierila fa Hb ter trail kr up l£y. When Chan happe*!* 111* IRS aerei allv' wit MlteCilesa 
Ihnn through Ihn niter irrnrr.nronir.;: 


White Ihe huatery or tea- ::y'. -.ilpuymt'it nstelhiK-uL au oaiiiL-'il jrugiain is riuvti 
Ijnijfer. me sgrjieg^ie d?i» mdroeie ihet c. ten. Is ngi wildly ulltaefl intend, mMi 
tEwpayeraancl many pracdDefiMaawmjf even e>a e Itaxlala. 

Whei use me ifl£ Cone instead ^ith respect Id Itetpeyerd yiitodeuntsyenl account? In 
FY 2008, It (i fared or* milkm le^pe^ra into 'cwreYilly mt asltect ble" alalus - 
miNinny ‘Uni Inc- IRS is anllKckng riKhirg ai ak' J ' ard il took Iribdilisnnl CRfar.ierncnl 
acllcr* rtwwta 4 mnion hmee. irTWBmsji 2.631.03(5 Nswee. pacing res i&g liens, and 
ean*icfirtft 610 properly seizure* v 

IRS cala Eho* test greater use pi trsdilicnal entoroernenl toot i>ke Hans end levies 
Oats net ham a sfriltcant impact on cunwal aaltecfiafk. Ftr example, the humbarof 
te^ns Ihc IRS has. mpgscd jiliinrrintert from (|0(| in Fir l&ST JfJSl iicterc Ihn iFlS 
ReemjcUjnaa and F?eiwm Am of 19S3 (RFW S3), to 220.MD d FY 20W. and teen 


* IR5 EhtibI BudnwmtEmp atcd notkn, CnMcUm Jc.iVdr Repair NDmBOd-fCfl {FY IDOD- 
FV2CflS|. 

T IRS smai EusmKjJ&m-Empbhiwl &usk*\ CWMton Artwfr Reporf (Sept ZOT9I 

Jl IRS fxr?i LiusinewiSetl-Emp o^hj frnjiiPT. Ccaecte" dcrtnjy fiepprf rvO-imW-JJ iSiepl 'SMfll 
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dimhLKl back lgi to 3.7ft million n FY 2A07 : " Yal Ihd ISS DdJeelion ylr-d has nrnn on 
a elm* relwwely consjstenl and jjnpdusi pkh oveMhaLperioc! of Iteie twin po 
discerns He leveme Ibsa raSi/tUny Tran) i/ii* ousl RRA "93 redudifiri in levity, 35 si own 
by Inr- tolnrA rir: rnar 

TOTAL COLLECTION YIELD AND LEYICS ISSUED, FY 1993 - FY 2M7 


’iL-d hi. LhJhlL-l 
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*m ifti? !■» so* s» .w(f »ra som m sw ®w 


Simply staled, Ifrs chan alxi^B no corralfiflJon teto&an Uw number or levies iaau&d 

and the ccJlfclnn yidd I a I sc: is- inul dear from Ihis RilmniDlion wbelher t - ie IRS is 
using 115 levy euthonly VI pi® most sppnnijriglTe m&lgncss for Example. I diSGUES Itie 
Federal PaymtYiLlewy Program Me* aod address ila impart on ksw hwime 
l;ix|»iiycrri Snpnrrslcty hcnwewaf it is worth noting Him! the Treasury Inspector General 
for Tbm AdtruntelrBaon recenily found the? In order 10 pecelhese tevies. the IRS fe 
paving 'ses to the Treasury Desait^rM's Financial r/ars&aihenl Service irv5> il-ai 
Miirw to .51 pcrcr-nl nr this tnvy priwsed!; the IR£ wrisvns in certain w div.v rjisos. 5,1. 

There hi m doubt IhaL -diet' tun albenialivea. are a good l-jIiliii 'or r 1 mi ioiuIIv sl-uggi -i£ 
Lnxpnyrir.h end sgttio id Ihp dele I hnvd rjtor giig^cigls. Ihal -rjdllnrr nr jllnmatrvns, my 
also be a good dear Irani a revenue col tectum tdendpolnL In 2001. II may have been 
Pair lb ssA Ihe qu!Klii>'i "Hu-v can vwe raduoe toe ftu mbo' of ffarakxjs ulTers?' But in 
ligfll of u¥ie$ hns hgppengd wrlh Ihe offer pmgrpm f r, now tme Ip aeV Ihs question 
■|-to^ ean *e ncrease Ihe number ei appropriate oPara?" 


^SielRS&rel F».ih ■■Hhk.-SH I-F'i*I:i,h'I bami Rhhhh idi. Ij$iii. I,*™*. Stvtvnfa rind T:i , ..i Vim:i 
ae 1-lsor Rfiftfl TtGAdfru^. 1C- 2X5- IRE- Siaiuti cf Incamfi Dnii BiK*-s. TdWi 19- Cuii'qusnL 
CnlKlcn Act vim 

’' ireaEtjFV *T5f-K»r General Per Tan Pel.Mo. it 000 4 IJ 03 1 flu PeSsra' RjiAnf n! Levy 

rypedr Jo fiPtwr? T 9tprjet and JPamn«- r-rpvpiuig. tf et M 2 OtSj 
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E rm nlRi i:;r "1 (a mpad lh;i£ lh:: IRS has rrrrmilloh Irrivcrkirq wilh my oilier In nn mill cl 

a comprehensive nevlBwonre olter process. to mtee Its procedures lo encourage 

qualified luKpdye-s. la sl tiini! olferg, and In isfiie Cs aGCegluiice sUiidii'ds ta dLce^l 

mnm Vrilid nffinrs, 

t rcLDiirfci’d ( 1 ; II-.jI the IRS lake :Ml'::s ta niakeGdlet-lion a terralives ri::re 
^CCWStjiff Ip appfoprmhi taxpayers and (ij lhafl Gpnrjmess consider aj spend ing the 
2 D pemanl down payment o pul lament so then we can aasaaa wheli’ier revamped IRS 
PKii:e::ur<!!i can IJu::k Fivoiau!: offers- while suliiiling mure v;i d dfTnra 

3. T d*aayer^ are -Subject In levy 6a tlmir Social Security benefits wiLli 
no biter in place to ddrrm re whether such levied; will cause 
acoflewHc hardship 

The Federal Payment Levy Pr-cgrarn, which I will mfnr In as, Ihe FPLP, was oslahlishnri 
by Congress m 1997. 31 It enables Ihe iftS to oorenuousty Isvy up to l&pemetf ol 
cede n faCeral payments made 1 0 delinquent larcuayurs These levies IlHKl LL>rniunly 
altarh In gonial Ssnirrfy ArinumslTvalinn payments. n tact, nf thn rryinj Ih-m two m Him 

FPLP haw paynwrlBttie IRS received from iBMjieyefB In aaoa. more man K3 percent 

were from Social Security bsrieft:;. 

FPLP levies on Bocal Security tenants are nol one-lime attachments. FPLP levee 
rfiny conUnuc u il I the eolire umojn! ol t ie reclorul lax di:hl <x "cixii:: other ixayrriLinl 
amfingempnta see made. odha debl becomes unenforceable bylaw 

Unlil JODS lha IRS used :i nHer 1o proven! lew nrnirs taxpayers freer bong SLtnjndnd 

to fPlP lsv.es on meir Social Securty payments However . » reped puut&heb by me 
Gowwfmwnt Apcouhlatnifly Office (GAOJin 2003 queeHoned Ihs eltecftenesaorttie 
low income filter, " wtikib relied on the InKnnynr's Tain Ponrirvc Inonmefmm the Inst 
■sf return ra He sole measure of a l&xpaysr's financial sihjerion :r ffle GAO 
Observed that riant: taxpayers hud >101 Hied a reGSnl return and ll al li e ihGGrtie 

* Tu^ayar HhIhI Ai± Pda L. Ms I US-34 g 1024, 1 14 Stfii 7*3, n?j £10B7|, RC fi fl23-1|tij 

EwIRE. Wjji and Imratnunc Uvtiicfi E^rcadEhKE f=FLP MontMy QiUX-.+i FV :-xa |1 751,530 
ixPa' number cl FPLP scon Sccuky Adm murni cn 'cvy puy'xnls rctchcd n r«a- year 2IICSI I 
i.ier.flrt CWai runKier cJ an FPLK ia*y rayr-anls receded m FfiMiSI *KI per:enl| 

! OennrB. A-rminlnn ’fltlrr" SjtFiO 03-0 &I& T.J* .ntfTTvnnlTirT-.n J >yaral r-tiymj.v Ll-ny r-tiyin^'V 

Pint! i‘.iT.W:nihLn »•«< r*,\.Vf Ch. 1 ' Ah .'.t.ii'iuhii' lU-tlDh) Thu ■hiiih ■ ( llm ■&* i'ud 

Srtitc' nat. sik. 1 buna <.n.vqAd «. iha 4x.feumjd.rbr ailF.e ' 

Ttia P»b<4 1X4 *vc is taicejlbdlsy Jddxifl ta lusnvd values Vom lha tctdiriifl ncorru lads rran 
a taxpayer 1 ] mosl reoaitly lied mdwdual tax ieI jti wagss: pletasl: dv deacS: dljlntjtryi^ *orr> 

5m^ll tuvw:]. rr^rjlrn;. n'talpy dr ItaSlF C r?| '3r{l4|i; SfcJ»*lsf r?l 

pcftli; (rt-rfi irr-j.k-rw (rjcli x? :';:J>h:I In p ptpfil] Hvi iiiquM ljurtj rt*- I:iiN:iil I rmxMh unniilwl 
Adf i'll VUi* vjJrnU jrdmUJddjUaAin rtf J4 iiiiiim JVtaiiKlUiili'jAShV I 1 ! I ISifi lH- UA 'JUkVxl 

~Cx.MvBf Adbiculd J0CS Annud Repcn. Id ZorgicK 123-13S. Njlkxijl “cxscief />d«cccie 3004 
Annval Pepsi ■»Cnngf«s24l! SOI. NaiP'rf Taxpayer Wvscalt- 2 wa Annual Repsl is 
CnncrmsiW-ili. snGHjl^fnin-Tjipj^'er^dvTrataSbOi Annirf Rspcn. ta Congiaw i0fl-2(ia 
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information was Ihcmfnrc nrt mlinhld Thin (SAC rapcin nfca nrtnri Ihnt ton fibnr taiari 

to recognize mat lecpayara misjui ne^e oilier assets that sould satisfy ir>e tax naSHlrtv. 
As a result, fit IRS slopped MirtflllM filler even though IherflpOfl did rtOt explore Ihe 
rllhrl FP. P c-vicx sn l;iX|viyrersWin am i.irrnln Id nrr.rr. it :: Invy. Sires I nr 
removal once Im* ncome lifter, tas-s FF1.F cases have Increased by mere than SW 

pier cmi L* 


The nepon published In Volume Two or my 2W6 Annual «epon to Congress 
dccumenls TAS Research's dns.gr ceve-apnioiiL aid prelminary lesling ofar 
improved screening model thatocuid determine whetosr toe FPtP levy win causes 
taxpayer economic hardship. The rrewTAS modal uses taxpayers' income inTormstion 

from filnd irdrvKliinl incamn Irsx mlums and pnyar bacurranis (ilrd v»ilh Ihn IRS, such 

ee Forms w-2 and forms uo9g tor pensor. capital gams dividend and Interest 
Income, to estimate the lavpoyeTi income. 

Ned. Ihe TAS modef uses olher lax ratomdele lo astmarle expenses roullnety aHoeed 
by hit IRS when detern thing a lairaayer's abilily to pay This TAS model Ihitn 
rnrems these ram amounts to rnlrscTir* whntorw Ihei FP: P ku/y an Ihe taxpayer's 
Social Security benems All cause Ihe taxpayer lo SLffer economic Jiardshp. in 

uddilicnal fesLnij ciT Ihe model. TAS Research looked il how resUts iSffcr when Ihe 
EOO&eikPweNe imng expense guide mes are used compared to results using ihe 2n::ii 
guidelines as wall as difference a torn emerge when the 2t'0E ptfvwty level ia used as a 
FlLcr in iej or using Lie 2003 ;i owabc living expense guidelines. 

Tha TAS sludy ala* examined the avai ab lily of other assets to satisfy ihe lax liabIHy. 
to ,i::dili::ri la loakirg far Ihe presanca ar nml pmparly, as suggnslnd by Ihn- GAO, TAS 
Research renewed cases for the p'esenoe of more i qind B«ts by osbrnsimg 
underlying principal ■amourris Mom repo id ed Snl areal, dividends, and capital pairs. 

TAS Research's mange show that IPs use df dale steady In the pcssessldri ot toe 
IRS uepea s SL'IieteiiS to aPCuraiely deleriiiue wltolhSr FPLP levies wil cause 
acmrmir hardship Id Sanal Sncurry rnr.p <sr:n Thn hr nwng im soma rd ton mast 
significant oooclustons from the report: 

* Over one-lhrd Pi at FPLP casta subject ip an ongoing FPLP levy wouid likely 
ho rlnsA'cr ns ,innh% ba pay brisnd an c.irrcr- IRS nJloWrihfa Irving nvpmsp 
guldeinas 

TAS eatrliales IhaL inure than Cne-tjua , lief Ot FPLP Ifrxpfyera who paid their lax 
.ikililins, nnlanari inks in&lnllinnnl acTRnmnrils wtn the IRS. nr warn sub anl In 
an ongoing FRLF 1 levy had incomes el or below toe poverty ieve! 


TAS hFL 3 rases ■nireawU I'DinszMn^y JUM In 322Zm FT20W- Taxpasm Mvosnlo Sonto, 

fllijiajw ^r^miiVTMniS'ififflrneii-S/a^rnrS^pl i 1X15,1 
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■■ WosL taxpayers wrlh s.rnali leblllles e ndurad Ihe fplp Social Security law even 
though Ihnir nconus shcwnd ,ir hrftiilify In p=iy siiggnslirg Itirr! lhi:y ray hnvo 
to egone s&i-tf Laaii living expenses. 

• Allhough lha 2U0B allowable Iwng a^pensa slannards are lypcaiy more 
generous ll'.ir Ihi: 2 P 0 ft r, ■ : i : : ^ i r : : : : ird >-J;m!;i!i:!i 1 mcrclmtomyerr; whin paid nr 
established install™™ agreenxems as being urenieio pay, our r-nancisl 
analysis suggests that most of Iheselaxparyers soil had incomes el or below die 

injverly levd. 

• An analysis or sssala located by a llUrd-party data aoirca Dhows than 

We IRS has sufficient ley dttD 1b del tumine if mgny of Wes? lavparyers ha'te 
asseis tfiari nay be used Ip satisly a lax uelriqjie'icy 

In parlnnrshp wilh my c#Tiob Iht: R S is new in r>scu:;::ienj; wilh ils pronsimTors nheul 
the leasiblily of impt a mending an alowsble expense or alternsrlivelBflr. Prior lu 
impfBmerHatKW I recommend ;hai pie IR&oonducI a fie«d test cF Ihe eiowetfe 
expense filter ivn JavelcpuO lu dateiT.ua ta 6ffiacifrtrwaa.irt prelecting low Income 
Social Security neoptshlE who are expenenong economc hardship Ircm an FPLP levy 
whie r<il unfairly filming out InKpnynm who nawa tin whcmwillvil In pay ther bix 
liahiibes. During lha teat. tlrantSal information would be cofetled Horn lawyers 
selected 1b p^tlicpab? T he results of this enetysis bbukl Wen oe csrnparsd to rssulis 
uTL'ie Simulated lirarc a! analysis '.iu- I'ui mad by llie filler IPdelmtiine ils accuracy. If 
the field leal versos the accuracy of We aiowaPe expense filter, ms lft£ should 
pnoctbnri lb irrplnmmf this filer !□ pnolnol laxpriyisTi from FPlP Wvins ■wiinh weed 
cause eosnonnic hardship. 21 

A. Taxpayers who cannot pay their debts in full may have taxable 

"canceirstlon-tt-dett" Income, ewanlng that they may Attain teller 
from She ir ernditarx only to find themselves faced w-rtti additional 
tax arid a minefield of reporting obligation*. 

Under section »1;a'i[12| or Bit Cuds. a taxpayer wlm is relieved Af an ■■ : : 1 1 . j I i : : i la pay 
alar e porltcn tt a debt gererally must Include lha amount of debt Icvgivenflss n 
gmnn incxwiiR This 'cannrlfat or -nl-dcnl' me is subject bn oarfain eocdusbns, such us 
whene a tBupayersdeWB are discharged m a barttruptoy proceeding or where (and lo 
the axtem that) a taxpayer is ■nsovett." moaning tntt the laxp ayer's loto iipbiirties 
exceed ihe fail man. el value or die taxpayer's assets. In 2M7 Cmcress added a new 
exclusion in lha Mortgage Fotgrvaress Debt Kelitt Act. The new eHSuacn relievea 
hcmiMwrxiis who used mcrlgngn pnoeonds lo psirrbonn. substoniLnlly imnrcwn, or 


lr Tim T-vtunry Iropeafr ty T^e Adwi nfeanater ahu iwerdy iwcnn^mci ihnl thw iRS 

rmrtifNuie S Hlw b ktenlify ^n) nmfirsi WtlVTftrs. lu: «ltan ‘I ler-y wtrnd ni|>V#e feid^hia Sw 
IntdettoGene^si ferTiv Adffwier'ewKi fi w r ^ t^.-v F (W i#ryj^ijmituv( iW fcyPivsvi«" 

AVir'9 ti iBviiwe T <«yHiy Blin/wi flnti Mart*"rt Rtriwce |Fab 10. WOO! 
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ri-fnrwrc Ifwiir pdncpnJ mnidmnc from r i~'lili::n»l lax iinhilriy if all rr a pcrlim of tier 
mortgage -Sett Is canceled por&irant lo a lorecioBure o^ioan m-odrtteabon * TBiwn 
tecelhsr. the bankruptcy, intervency, eurt :rarl^d^« flftthieions die CtMignedlO 
provider rniiH frpmlho r.vrrrs flli:>i ctf-rinhl ri.lfir. far invirr.flly sslrwg^lirjg taxpayers, 

I luwuvf lw» ir^ijxr •'ULrcL-u a 1 c ' i f . i : ; i : : i i pevml taxpayers Trmi ‘.sNiig aCvantay" c:f 
ttiRW mierT pigviSKH"®-' 1 F rs t . I he terms pt in? cutrli^, nr .prs romp 1 ** Few taxpayers 
k/>ow whet Die word "insolvenr means H is pariicrJarty difficult for lawyers m figure 
out Iioty lo CDirpute the? total liablities and I he; fair market vaueof I heir as&els-sa 
Ibey ran (IfltermmFr wtielher |hgy am traotvent and rl SO, In whel amount &rn||arty, 
available daie auggeslchai a majortly or Hom#c«nafB who Daw edberima mortgage® 

urard n pxirikcn ir lh:: o:: i prorceris Tor iiurpc&cs olhrrr Ihnn nccquving s.ibsla iliiily 
impro'voQ. v retinancmg met principal reside™ (a p . w psyofi ceriosns. sludtml 
loam, medical bile, credit card bile, or olhar consumer rtaMj!* 1, To lire extent erf the 
amgtMitlj(Hrpifl«lfDf Ihns* nnn-rtunlilying puprawns. mortgage debt c,nm film is nut 
excludable Prom income. 

$nr.nnrd. rnxpayinm who solomr a no; they ~i inlify In oxi'li.dr- an otoi.oI gf drill 

cancellation (torn mconis must make cedflin basis and other Ism sclrtrure 
adjuslmenlx. 1 To do so laxpayersmusi He Term 9S2, RleJosli'cri of raxdilrAlriAla-i' 
fiw ft? Owc^iiSWJfl df indsdteflhHj S fsnd S^cfad TflflJ #35*5 with them 

return®. Form 962 is lechnicaiychaf enging, ashing taxpayer® los^dBL among ratter 
brings, net ccjc-nlinq losses geaoroi basiress credil carryovers- inriirnan lax nrndris, 
net caprtsi losses, nondeprsceWe ants depreciable pnoperty. passive stdrvrty loss and 
credit carryovers, end iLxejgnlaiccnsrJc carryovers (although many iwi-bnsriess 
taxpayers do nol trove those lax attributes], 

UirTcrtunalety. very Tew taxpayers have heard & Form 932. and it is difficult lo obtain 
axsrstafipp in Ming it put Many prwdtflignors hara rwvnr worked rwhti line form sorre 
tax software packages do not supports. and the supectofcanoaled dsblsis 
Considered 'rSjLof SOape' al VcHu'ileer IrtcOrlrd Tax kSsistenoe- ( VITA] prO^rafna. 


^ft.u L hn. 110-142 121 3 lk 1KLSpDC7| 

Thi: Tterrsf 4r ArhcuiA Scrvcehns uicnn.irtn seteiiihnii9i.es in 'bkee- nm caYit an And 
•srfjcnx I3ip3»crt and tat •■Lpuracrtalrvos accui fc rules f-irtarV-rj Id csncekAso-or indetlDdrcss 

i r -:.T- _ e 1 nl. TkSsponwrec a tte^-sm^'-lh^ ssuerluirg IheiDMIfiS lex l-onr-s the Dnjprsci' 
vHurdvdwjmyiSi i-Ih-h-I 1 ^ llv- Ifis Iwv ihrwnj IVIuSl-VnvraKWv 

i:iri:jii i:im-. h Imn JIHrS find i(H1D ihn hMitiiAl TAj^Aynr XrJiiunu recikderi a iHiiiTi d! - 

1,1 'TAbcnsis' - nn cnxelai»' ul nJidnd tss mccmo Ta 200B nuiDrists ,ira avn inUn on Lns- 
BleCTonc T 3 K Lfcrjcy Trribl h m Us any . 

■ r'viir-njrg roalecieroiowerTmr'itiefnl issuedinlTHKI "ih«- pip-ary purpose or c«r5U percent ni 

frel Ivn VLtjpnrn;- nKrtaJBVJ Vte up to TS pvrtKS-l ul aucund I en autpninv nrurtrn^u!- hW 

i:- i-hi Ji!h! 1:11 rf-iltcr >iih-hI CCh^iuh- , ihiU ikC ImiiVh- ii'iiirr.'rjH -KMl cr -Htiuj-Vjiivi 

ibt ,nx* nnd thvi’s oT n '-cnqnqtf " Dnsipamnn; >.i Houa ng nrd Urtan Dnpnxomciii nod Onjenninv; 
al fro Trcdiury Task Fcroc cn ^rcdBlorii ljodi"n. Civh'np .Rorfatory Homo Morttnade- LftTcWip ZC 
ptHWI. 'ffetaie nod-ocaieri rnorereoe*’l aovs’n-enlcalaor Ih spnrL 

: -S» IRC 5 1 - 01 '? BIX) Ihp r'.-iiWrr;: imj «1 ItiereunOer 
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CKrnpl wilh mnprnl lolhn docluninn lor nunlihnd mrxlgagt nr! anted ness. In Lax year 
KiW. Uw iws receded 3t leesl ■id hits' siectrornceay ired relums from (aapayeiB wen 
canceled debts reported uu a Fcnm 1C9E C. yel only 4,571 o' Ih* returns •vaiis Hied 
wilh F^m - .iisl and parpnnl.“ 

The consecuencesat filling la lilt Farm 632 nan lx: Kin'iilinanl When a hirmat 
Cancels all or part 0 * a debt, Ih? lendflr garwrally is reqwrod (g mporl Iho amounl to tho 
IRS (jo Fomn 1 D95-C, Ca/KGSation o? Eeir If ibe IRS raw-vea a Form 1499-C and 
i n: Imipnyer data r?ol account farlte (bTGi.nl dm a tax return Mi: IRS's document 
matching program will generally flag the ispartty If We IRS Bands gui notices and we 
taxpayer doea net respond, the IRS way propose and aaaess leu. 

to reduce Ihs burden Ihese rules mpese on financial^ struggling taxpayers. | 
ieoairinw«d Iha Dongpeas (IJoeealder adding an exclusion ho staiicn lOSjejior 1h« 
finde which proudes Wal Uixpaym ire Jitxi required Id include rnnerdod dctils in 
gross Income ft lha aggregate amount ol (her canceled debts iTom or sources during 
Pit luAdbe year fats below a specflled Lhieulukl and \2\ i init-s dear Ifiu'. fanout'sis 
wit cancrHod deal tiidnw live threshold nmn.im ere rol mqijrad to ma<R nb'ib.iln 
adiusimerds [so wal they do rot hays tc J ie Form &32J I Wieya Wal many If nol most 

laxpayera who de-luufl dm conoLiinsr deb Is quaffy under one- of the tx s', il exduuans, 
end cvenamcriglftip avers who da net la I wilhm or exclusion r| i; unlikely :hal the 
IRS cchecla much revenue Irom taxpayers wh&h&ya iusl defaulted on «he ? deals 
Thorefare I believe I n: sciipiFdliori benefits of I Ins proposal are ssnsiderdble. and I 
beirsve tt»*evsnue lose should te qufle smell 

5. Many taxpayers who arc entitled ta refunds and need them quickly 

do not rscervelhem lor weeds, drtvlrg Ihem to purchase refund 

nnllOipSiidn 'Dana. 

Federal lee refunds ere e eKjnddand sourcs of Hinds Wrmedy indlyHusl taxpayers, 
particularly Iflw incurne taxpayers. Fdr example, airtorty taxpayers wild levevec 
tarnne nrrmD Idk crnrirl (EITCj ho no fils, arid tax rcliindn, n tax year MQfi lha Hweragrt 
refund amouht was S3. 16*. erd the average adjusted gross Income ms £15, 751 ^ 
Thus, ihe a^trsgt vlcip sniDJivltd Id 20 ptitia.'if or aacli taxpayer's aijusltd groSa 
inooms Vel if n taxpayer dona npl hawa a hont dtCWiH inhci wh^h a refund may ho 
eiaclrooioslly deposited ibe taxpayer may have lo waiL weeks lo receive ms -eluid 
Oacuuae bvr irreamt l::>.'.i;:vr:i Pflen vranLOr ratd Uhtir rtlurrJs qL ddy. iNsdt oy 

" IRS Ca v rit.incc Cain Wa-Aicuift IVnmiinnnRdlu'ri: kkMCi Fik. arc InJ «■:! Jil 9siu’Ai 
TnwdwRli iTjK' , i'iijr 2DOSI HS S Fit Rcocn 1 EM- iPiikok na ■Vcar iCOFi. r.cl£ Tai Tc 
numbar’iil elecbu>lcaly If ed rehime adhurtyns a'tvterlhar auiMUi tt:au:ed - e data aniy nelleos 
Fermi 1 99£-C nwrt hr linim^a-i i?twi vwih tf-a jm^ iHiunyvi mirtHr iTihiy vna rm 

Il rlM n:l -ill n: J rsetH wIihih M i-rimi-H rr h flHHihcn Miuw TIN Mm Hill. I AS iUIhc J-hii 3 -h 

Sfi v -arvTA KMitcdjiFcnu 10UQ C. r-.ibiu coo. U-al ru darj uidu-ici reonvi! n nd on papnr, vhi£h 
rcpncuni -sl-rttp less tun hitler □ I inidd-ul in:an>:-Lnp rclum: Utd Wc rcud notdotemte how 
iiij-j n* Sfli 'were schmllec: (nit pqoer oied ier.m5. 

: IRS CarTpbBacsDrlB WB hTXIW. Ilir.TTlJB I'mt.r-* TtB^BClrj" T 4- fT*l Yes' 2dt#t 
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■ir nviry of Ibnm topary !n::iiiii:.vil lr:!nr.i:t.:i::n lien In nnl.im -ofutrl ml ripntnn 
loans (RfiLE). With a RAL ihe taxpayer lypically reoslves a man Isecured by a 1 b* 
refnldJwiSiihGneday rulk'i Ihs urepa er III:!- Ihe ESjtselum with His IRS 

h the IRS souk: defter refmtde mare quickly. mos-1 taxpayers yrould profcatJly forego 
RALs Acoordhg Lo a TIGTA survey must inxpoyms. wiiu oLLiirMfd RALs would have 
been ufiiir-g to wail seven or rnpm rUiy^ in receive their la* refunds from the IRS- 

Fur kixpnyp’s- wlm ba ml have b;ink accounts, I believe Lie IRS should issue sinned 
valve cords The Financial Management Service (FtoSj already usee stored ve4re 
cards to distribute Scctol seculty benefits. so Ihe federal oovaninnent has 

Qcinsde-nblc CKpcrcnoe winng wrlh Ihe trims rffEierrify and wilh an eye liMurr 
presenting fraud in addition mast slales currently use debd cards todistobule 
u i» mptey men L ben edits. 1T While usinjj cloned value oanfe lo deliver Ms rebinds may 
rnquro the IRS In week thm.igh Jiddilinna! issuns I am cmfirtml tons can bo drxiis and 
can te done qufckiy. I* fad, because sloped value cards have roullrg and account 
numbers jusl like li irdiliu'iu pheckh <f arid savings aucnurlls. I hk pa yens who u ready 
nrvn nnsr onrifs tinr pironsrft of mrjnrvng I h r: • r »,igns and n.V,iri::n shnr.lri bn ahn to 
use Ihem ta receive tax rrelunfla. 

in eddilion, some taxpayers who have hank eoccurds do noi know about the drrect 
depose oaborfsnd also **t long pertodfelo receive their refunds. The IRS hae-lhe 
c.ipiib ily Id rfrad depost refunds I dt prcbkrm Iree returns processed I h faugh iis 
Customer Asmounn Date Engine sycletn n frre to seven doys fnom lbs dey tbs returns 
are aubmtted. 41 It appears Itat by prcoaealng relums more quickly, lbs Ri could 
steer InKpoycrsaviny from mart expansive refurd delivery oplims." ' 

I recomevshd tlial the Department or the Treasury and the IRS lake Ihe follovdn# 

slops: 


» Evaluate She entire refund process to delermire opoertuntes to shorten the 
turnaround time. 


* Develop a pilot program 1u dElcTnine the ini::u::l an lrsn ;idninistrnlion of 
modifyirig relum processing procedures to reisss* a Revenue Protochoh 
ftdoalor in Ihe asknoivled^amenLlile and evaluate ihe feasfciliiy of 


h Tic^iy inj|n*-i3' Uenorp tv Tai Bof. 1*3 2fiW-4-l'fQ. Twyjjiys.'s vvjie- 

Qiripvi flVlfilllfJ f.-ri'LV l'~ ! I'-hl I h+HIHVf C'llIM Ff tW T#X AwpH'rll'T.TI ^/rrrVTHM llVlj ip. 2l'mFi I 

‘ ,l AvV-t: hIh-J FihAh, SThIhS j'liiASn ii+miiTfi u-Hltf Crt-nx |Fhl:. 20 2 fl fPJ j 

* IHE Dabl WJIcjrt^Ftpirt Id Ongruu 2& fOd. 31 2DDe'| : m tv^KSHi by H.R Fjip. hid 103.337 
tKCDHCnm Rcp.h 

' Malone TjKpaycrAtf-xjfjlE 20CU 'Irnun Kemt to Csvtmsflac ReI* ns prnteswd cn IR-S's 
ctierey^ienit write nS^iSdnys 
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irdurUng such intennntran in the eurrcnl ‘^Iheres ktv Refund' nnlira 
eppi-taLlon; 50 

» Evaluate exialiny stored value card p-ugratoa to elaixibute gdwnmiHit 
bfinnfts, wilh particular Rrnph.min on the enrenonoe or f MS's Dmenl 
Express Program todialrlbule Social Eecurny Dene'cs: 

> Promote and pubidza Une ability cl taxpayers wio already l ave stored 
value cards fo designate Ihcsa cards for receipt el ref’.intls and 

* Develop s stored vskie cam program lo fiistotwte rounds lo Indwdual 
lawyers berore toe 2010 ta* fling season. 

laiso rBcommend sngi Congress atdhorEe the ifl£ to conduct a>i annual pjt^c 
awarer «,-4 carptyr to provide hoc ji ate Unfa™ alien lo taxpayers reyard in§ avaiaLe 
rein mid olivary rshemnlivos assoc is bed limn no and Irmas, and .nny mher partmont 
intorniEsnion 

C taxpayers, who are lenead lo lap Into a relirnrr nnr areni. rvt because 
or nraiKlfll itanfahlp btrora ago Sfl-ltf face a bewildering array rtf 
rates that govern whether a hauls n ip distribution team a particular 
type gl retirement acrounc is permiss.Dle and IP sn, whether It >« 

subject to the 10 percent additional la* en early witluJrawal-a. 

As mpne igKp^yefs^rs bsirg trier lohs-wolhBrwisfl toeing finsnopiemesoenaes. they 
are increasingly box rip lo lap bio Unetr retiremanri savings to provide tor currant 
nncci in 2006, ;i::p'cmn;i' :ily 5.1 m 'liun tax relmns mpnrlec lax on such 'early 
dsIrtjultenE" laKen from retirement accounts 11 

Seme retirement pens ailnw paiticfianls Id NitBiwi ar natty dislnbulinn in eases cf 
fbEtodei hendst'p, such bs a motScai emergency However, there ft nc- on torn 
Js'' •iilic’i of 'hardship' airung lire vatbuS reiim-nent plana to enable a pu'iiupaul to 
easily dnernno whan an early viilhdravral is aimvable Further erven if a p ar 
ahowa tor a hardshipwitoOraival. partopanls moat deel wllh inco reeled rube tor 
triyytMing lire lOpenMrtl ndd .c:n:il tax tor early wilh-Jrawal. 


Fci .i inj?iid dscusslori u | nc- pieposod Ftevonun Prctehior Irtouler. see NMarel T.i<tia r ci 
Adnecate 2CdB Annual STepnd Id C^ngtnss d 2 T dtl 

11 GnrptanGa bs» WiwtenuH!. iylnidcal neiyins franHctoni.lstt.Bx vsar2[itbj 

'■ r cr H3JHT1L.IH. # ifBlntiJUTi n the -a(n^* i eorlvst n llsniiSH n Ipimj Cl' he luf^y 

fi'vii!:3H iiii--'i: i:l eji H'li^krriH.! Cl 11 ' I.'.T :-i h H || ^ 1 fllllh Vl^dKSj Cun 1 1 K- H e- H I will H I n (V-i 1 1 

dr.iiixiior h 1 1 1 ■ : sAtiior *&?' utim. n>n th is dAf nad js a a<!'«.kI 'aa-v. •,! haresrip <X iha pAAkcMni 
■:r tc>n'i:ir>> ivscl: na Yon - llr-csd. sc:i Jo i loss si properly due to cesvdlir. or otter eurdcrdl'ur^ 
□ndonteieswitl? ernerg^cir. Ireas Keg |j I 40T-i;ic'i2i. 

“SwIRCiTiiai], 
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AsiHi.Tfi IhaC a fifl-ynar-Dkl rElimmnnl-pl.in nntcpanl suffers ,i mndicnl amnrnancy 
then win require him Lo miss bI^ nonthB ol worn. Assure farther IhBP re Ipcurfi 
S*-a.0.'.0 ir inethaal L-itcerves -ird eslimaties dial his living tape-uses Tar ilia uh, rnunlha 
whift h:: Tirr/.T^rn frnT Ri.rr-iry will ha §20,000 WhnKnEsr hn wil an nnlr is ranr^c ,1 
hardship aeMbuBon end whether ire dislribotioo vdli te subjecl Co cue ia percent 

. j : : ■ J 1 1 1 : : ■' i ; : l lax an imi i !y will'draviiais will du-iend »-i Elir l>pa dt ralinemrnt ch-.i in whdh 

be is a pemHopa*it 

tf Lhe wcrker was , i participant in his employer's scclim 40 If*) plan lid plan may 
enow s herdshipwithd'ewel far he medical expends- butnoi for NsBving expenses 
ULriry ne period when tie is unable lo rtorfc 5 * Hardship distributions nsni a 
Radian 401 ik) p-i.ir generally hid suhjecl Id tie Id percent ndlilien.ii lax far ii. ir y 
withdrawal * However. if ire reedicei expenses sslielled certain requirements wider 
smOm 213 -ii d Treaa, Reg. 1 1-213-1{a)f1), the amount d>sn -ji sd Tor msdical 
expanses; wcuid net be. suh|De1 to tnc 10 percent add nr, i! lax. 1 ^ 

rr, inslted, thewerher was a pahdpdr-l ir a ssUur 45 T (b;-aln - i (which uai lartly 
M*er snpnyrns nf state rind Incnl grwarpmenfcj rn mnlri nnke n hardship 

wUhtfrawel for 'unle , e5eefi6leernepgflnclc&' Severe financial hardship resulting her 
ur Iiihkk cr accident is caiisidsred tc L>:: an instance- oJ jnliruhca; .::l» Knieigtncy. " 
in ctmiresr ip snehen 4d lllti plans, the 10 percent edphonet rex pipes not apply ip a 
hardship wiH-dr swa imih e aectloh -i E-7i ai plan witeae ihe amounl cisc-iLuteo is 
■ ill il: a 1 . 1 1 : 1 -i- Id a transfer Trirn analher plan. 

hi PurUiei contrast iiadiii.ual individael reliiwnent accounts ilRAsi can be SeolbuKd 
feir any reason mrludirg due la hardship A dslnbktnn lahrn From an IfiA Tor mad cal 
expenses- n*ey be enerr^t insm the id percent additional isk if She delnbuton fe for 
medical (Mpwses Ihat satsiy the requlienneinlaof Motton 213. However, irtha vrMKer 
in our cicampia wilhdraniH Tunds Itbpr hin RA la pay for his hung lacncnacn whtc 
necavenng tram We lioess. the id percent additional lex wit eppiy cclhe erreunt 
wilhilrdwh. 


‘ *r-~ early SwtMli.-n nay b< ruj^c la a s«inn 4B I |kl plan pariicpanl 'ipi-tfi tmOsh p o' the 

S*W l r C5 *OTXh;i"i'.i:&li , K(WI Ti?nyry ry^uljlKr? piV^nB lv?l » ^Slntnhuri '& 

inti'l- (ill i:l h-r,hli|: : ■ - a i. il ^1 1 :fw 1 1 c-s ! - ri « 1 1 ■ n eh h'hiIh - '.h ki an aiihmpliyik Add liAmy fm^liiilAI 

iltHj-1 CT IM CMJMitAA -V(l Id.- Ihe ArClrlUim it AACAiMiTy IS i»1 5t> TA hUvp AjC’!. 3UP. TftAS RAr| 

:1 1 -I C ' 1 1. 1 IldSOMh An Ainwcinx and ho aw rend" is (ifllnm ni-d^s nj-: 1 . 1 : ■ r, andalrsunrslarK-DS 
lest under ’reen. 5 i ^UHk)- IfdHdKipy. txpe^ses n-ed are scored ty tho en"pt^«. 

lf 3 CU W-. Ui Whin-, dnpv>th^ 4 g -!»e mdUJ&d 111 !>■ Mfe li-vtcr Uwlrnun (in im-^i.lHlH j ni 

nredfiw Tran fiiy ■- 1 - 40 - ik-- ■ in i ^ 

*S*UlRC|T2|l)(1| 

*IRC ^TdllKHEl. 

,r Trans Rea ^ 1 A J7-6(0<2J. 

' The iOFr;«"l sccwnsi »v mpdMdtylPC g 7dptj ocas rsieppiyia ski an JOTit) plait ttcause 
a s«Odn p an nr r,p| a 1 itw mir^rreni pi^ x deirwl n IRC | ee74(c-J 
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As Iha i!x.iio::li: iluslralcs, “hem in very 1*71111 uniformity iimnig lhei riJes governing 
esriyi wtindreweis iiom tenement pisns. ths emay of outeorrtBs can !«"i 
iiritenslrable to taxpayers end gram? unfair. I reeanmand ilia'. Congress eutaHiBh 
umfaim rutan regarding l . irdsh :> wilhdrnwnb Irani rclrcman! pans-, and exempt such 
demtuittins Irani the HJ percem edddiariai ten 

7. Taxpayers are increasingly turning la Law Income Taxpayer Clinics 
tor haip, entf Increeueta ftanJhi(ttK the program •? needed. 

Eocban 7626 of Iho Code njulhorLms Ihe SonrnLiry la make fodor.il natahirg grants ui 
up to $6 rmllton (except H alhewse provided by specific SHpraprtstlon) fay Hie 
dfrrtbpmani, &rsanaicm, or eaittnusUon ef tju alined low tnceow taxpsyar c*nfcs 
(LITCsi '' This.n'.alrhnggranl program was created an part of Iho IRS Rm'injnluing 
and Katorm act of tgS3 end pno^dese meant for tow Irooms taxpayers (deimed es 
taxpayers utvceo incomes do iwteaeaed 25 D patoam o“ ilia powerty guidelines) In 
rn-ooivn- .insistence in oonlnavcrscs wilh Iho IFIS. 1, Tne program a so funds LITCs ta 

conduct lec educaUcn and outreach lo leypeyBre who speak Engssh es a second 
II igj&gt | EEL taxpayers). 

The LiTC Prosrem, ills si Significant gap .n lac edminiBlraton Through Ihe Volunlesr 
Income Ta* Aasialaiisa (VITA) program, Tex Cuun»elh'u Tor Hie Elderly (TCEi. aiiJ Bne 

I RSi T axpayor Asnmtnnon Cantors, inw nrema taxpayers have iron harm nfilra In 
ostein iree assistance in preparing ther tan nelums. Howler ihsse tenpaysrs citen 
tied nowhere to turn lor help il itie IRE quealioned or sKhI ei gcJ their returned' Tte 
L.ITC Program in now n its 1 1 year and furdn 1fi3 clinics, vxilti nl least one in evary 
stele, tne D-smctof toiteinhia, and Puerto Rico.” The program la cosl elteollveand 
pfOukHas artwi efts ben eflta to taxpayers because many or ihe clinics hawa sealed 
partnerships will- oral raw and accounting frms lhat lane rolrrrnd canes on a fra 
Popp bees Thus, Ihe dlnics use Ihe f uhdlrg they recede tot only lo teprestmi 
uaxpeye-eihoirreelves mi atss to expand Ihe HepaoT coverage by enlisling Itietie^o 
ar professionals in Iboir snmmmilinv whin an: wiling la vaurtecMhcr Iito 

IKK 5 TUB p'i>i*5 far rnSbonng gmnl i d up lo t-i lKUCUKJ per ycn r In' auaitymg cnjanninn;. Ihai 
lypiHknil 'i.™ Im'lH.Hlh imu'JeU r ppnluwryj't. udj-. Ihp IRS urn) (hijl (XW^Iu tjoc wlUCBlto 

.Ilk! ihiHue.--!. 'j. | HI |iH>ii-k wli.i aflMk F:kI«'i hh a miijxi:I Ihiu.h^.' IRC § TS56 miimiHh i:1ii:h id 

pruvidf services lor Vk nr tor no mcra ih.ii j nc "i vsl loo. 

The r-opaT oni or Hurllh end Human SOmck issues partly nu dfi'cs oach mm Inal aid jsk Id 
drter^iio Iraootal etni^tR far ^dar ifds^i prosram!.. ng tha J rti pma a - I ho dUita 
Prrwrtf Ciii Hlu^H w- iwriilly ;ijhlsJ-H:l in (-« Rra^l■!l^e , SiHf M F R 4 i (lO rjK” JS. SWWl 

II IRS Rh -Imii Jmii-kj I Irip’inig ri'''ln~i ihii " roiiim on Fiflflns*. lf.fi ' Ccny i f*i: fi lSftS| (iuhUiihhi* 
i.I Una E. also i Eiaoulrro CirKlor. >Comrv>Leiiy Tan Lem P ^noj RacanvearcaliGns al ro N.ODiaJ 
CnmriTHC on Hcslmcijuriip Ihe IPS on Ta-pnycr FYooccams or d R gins: Hedrina Bororo Iho 
SJcocmm gh Ovwehl of Ihe M. L-*-ni on ivaj"s ond tieans. ica* Cong, itiopl HI. 1^I T I I Jbmm il 

i.if Urw F Oferi. FsiryilM) flir+rt"-. Oanm.nly Tmi l aw 

■“ CT ir«a I h j I'ii-'ii-:! \nrtw! fir -ft il-a.kH. lii'ly iki'In^iSh m|:iHmnLJi:lv Kl pfOWda Oiily =S. 

DJVDaci and oduoamn. and FfT piDbide b .O' ihf.es nl assistance SevDntv-kxjr LJTCt am locaidd a 
nurprolr oon-m jrtty based orsancOtlor-a. jj -se iej:i eu socielirs. xB a s ol lew sohcols. ord oiah! 
rt busmew-iF acopuribno schdois 



39 


- 19 - 


A recent Taxpayer Advocate Servoe stutSy demcrelrstes the erpcrtance c! 
represeiitaUcii fair l:.iv ricL-Tire laKiiuyef s Ki enable Ilian to obtain li e cu'real resull in 
rir audil Ajsrvinvj of r il F I T .ni.diln conducted by Ih :: R : L ; in 3CKH found Ihal 

taxpayer wio ware represented during tr>e audll cared substantially better than 

unrepresented laxuoyers, Mil ntrfnly Ivyeh ,.i:; many represented laxp&yers found 
eligible fas fae ETTC as ennnpared with umpnwmad texpsyijrs Similarly, 
represented !&■ severs retsmec. on average. 45 percent *r | ha ere as com pared 
to 25 pnoanl for lupayers vrHhndl rapresisnlaliai reurly Lwice as much This 
study rSemoneirates toel representalipn during pudis has concrete pcsllive restate for 
lew income taxpayers and ensures they are rot denied lax benefits simply because 

toey moral navgnte the rsur: t process by toernsetaes 

The esurreni economic envlrcwmanl pfasente significant ohalenyesbS'saLnse the 
number of l.ixp.iyi whooinnnl pay ihcirliahiinc::; is rising white ar.inilabc assislnnrb 
from lax protessionais. Is declining. The decline In ihe ewaltebUtyurf legal servees is 
allribuk£jte Id several foclu^ First, lire decline in equily vali.es has reduced the 
.viwi. il cf li.nsft I ha I foundations, and olhnremfovimFHils har.o .iva.lr.tiln to distribute 

Second, declining ■nccoies and Ihe rising need ror social services have placed aln&ns 

bis slate -n d l:x, :il government budgets dial D'dinorily provide isssrslance lav legal 
servos programs Thrd. toe empyiss® that law firms and lawyers tredilnniefly place 
on perfcirnVig pro ironc services has declined, tillable hours and surviving Uiene.il 
rcurd or InyaHs an: Ihe order af Ihe day l: 1 

The 3.ITC pregram ■operates under 11» stewsrdShiperife Office eT Ihe Taxpayer 
Advocate TAS has eslaialishai several goals fbr tain program Ihol it rroy not bo note 
to achieve unde* curnend tending levels, irotedirg tending dimes m sress where there 
are significant unmet needs end eslablishreftdlflica in eadh state, the Dtelrfci 0! 
Columbia, Puerto Ripe and Guam Ihat pr iw dn- belli pn> Jsorm ceilrEV'cmy 
representation and E£L tHJlreecn When ms urG Program nrsl created 
Congress believed il ai -jivil jI tending cl £€ miibn was suffici wit to ensure toa l lew 
ir-.":nn te-nr'yorr. had aoon;; to mpmsaniahrir Sinpn-lho rrralim or ton LlTC 
Ftosnate however. Gonflfess has piovICedspectilc sppropf iatons an excess- ©T S6 
mil iuii a ' 


“ fi-H rjHdl.nHlT.^E^LT.W.ijlHHIHlH ;n>l7.t|ll!l,iHlH-hl| i K i rl V-.Lll.lllj™. ,fyl J |P(4*t*'.* Rip^' ffl$ 

Ea-'wii 1 1 'iawe C-nrif 4,.iAv, - A crsulr^ii rj 

11 fee Ed v‘y- v s t'- j'CiiLt CcV.h'SV l-VO Laga/Mf£> Pxf Thu 'ilhishrgia' CC Exsmlrar 
Foh. IT. KKS.aS. axaiide jriwj::i ,, w™;drcKaTTi>Gr.coni r !KJl , Eto(i>Tfc-oolliFM'WH attci krna 
BiC-te-pw-Ui! v-awajs 12 h|m IV’IIVJ IhN IS5 Cfllp-iOTli-5 etnnomyhu: rreate'Jsn "n^nvheimnj 
i.lH-:LHiirll l ™lr.v-iii.i.:Hiu;l«]|:Hl:ii : rHCHL^-i.^ Jl *|-CH i.l-,:irHi^Kl':Hijnil|Wf iVnci .^1 IIh 

Ml Aid Ikiiaiu-ily's CApaniy in |V:'ri iSi I If,- iWivi:MT 

^ SCO-. 9 . $. . .apprafi-tl ItfW ci HXK, P_£. L rta 109-115. USSIal 239S (aMSMpnivtlrq lUrclRj 
cl ts Cansnidaieil X'pp’spralcns ■%:! or LiU02 Fct. L Du. lit! '51 '21 51s; IB44SM7] 
\pw drg brdry JH iiln.il' 
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7b pukiI Ihe; intnaasing nnnds we am seflipg, I mcmnmc’nd bind Cnngmnr; ^ 1 J Jinmnsn 
tie popup aulhorisahon annpjni specked m secllon 762&;o|(’| tom Is minonlo 112 
niilloit -dnd ;2j amend sedhbrl 7!!2€iLl lb a::J a new piuvisibii slating rhai, 
nrtw tlslvirilirg any olhnj'prmirann ciF iaw. Ft? nmnlry.-nns may mfer laKjiHynrs to 

LITCh recalvlng hindlng under this secllon. CT 

a Othar Iiveuse 

There ere four , i::di!i::n;:i issue;: lhat da net relate: exdLsxely la financially struggli'ig 
taxpayer® butlhsl 1 belto^e dfl&erve priority ellenf on 

1. The AlicmntivR M nm mum Tax for individuals, conlinucs to baffle and 
imstoto TaniHiyers, and II to no! flood Tor tan payers or Ihe IRS to 
continue La provide ane-year 1 pate lies." 

i recognize lhat toe enormous revenue consequences ot repealing Itie me*® its 
repeal outside Ihe oaulex: bT major lax reform LhKely However, I believe sturglv 
tnad the AMT in and for Ihe lex system. rind I wood hr namisjs if I did ntil raisn ihcs 

iBauft. at leeaLm passing “ 

Th* AMT concept, ongmety ensetod in response toe report lhat 15S hign-mcoma 
taxpayers had paid ao lax for Lha 1966 lax v^f,“hOe'*nsctrVflly requrea taxpayers lo 
□ampule Ihsir laxes, Iwice once ur-derlhe r::gi. .r rules an:: again timer Ihe AMT 
regime The taxpayer is then ganereiy required io pay toe higher ihe t*g- 
amounts.” 

VYtto Iha AMT was onsnaily conceived to prevent weenby lexpayenslnon escaping 
tax liability ihrcugli ihe use oT tflx-awoftlaiioa pansaclione. moan* the sighKeart Lax 
lixiphokis Ihnl crnhCablnxpnryrrs to a sen no Inx nl tan limn lire AVT was WTilter have 
long Emce been dosed For Tax year 2006. c Is estimated lhat ?7 parneii or ihe 


^ to? urecnd eJv'rgv r '■wiK to pnmdr b^Acalrn n tghy ^ m*n thal iRfi inpurH: hnm 

tHKj-EH;,™ fci HL1MJV- HHrir**^ ^- +tj.3.:H.iriLw'li; hii:.I Ij-Hl ;r:.f-jlil hI b-i.liii:il HMiiii.ij-miF. Tiimm 

Aiiijiip Any a ajk« acrvted, or oniAipibA For e itki-a CAMpknr dbuiubn of tho s.im aaa 
h.ncna Tanpayor AdiinzjlD 7 CB 7 AiiruJl =tcpAfl in Counrass; 561 G&J I'ljefllsIalteD ncoormoncjiion 
PirtiTji it Lo,'.- .Inrann faups/er CHolbaK 

1-nradcHicnB i^miatnn.'SM.Naiionai to grayer Ait*™ to aoufl Anmwy Ifeprni to CongiewSM- 
JSS CLOXl*5*?Ar.e R^KnmH^iilioii Ryyml l^u Jlterjurt™ liiimiim frr 0 ■ : l -j t 0 1-*>: I ?nd sxtor 
m.|:Hiol:-. i’: l»:l Thihfi 

' £**ThA 1 SSD EnonAmoRAponoCIhA PraifdA'X Hui'rfli BAtri- lhA Jam E Oj-Jj mil Corn m Si" 

Gang pi I p. se i. 15 G 3 | iudlcnenl od Josato- W Bax Soo'Dtory adihri Trcuuiryl. Ttotoicninnerof 
ihe AMI «bs B'i"«ld-nn' mnununiiaxenaclvam 1 SISH 

^ThaAWT miw see ntoiarad n |IK^5 
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aJdflkjrul income Sub^cL to tax under I ho AMT was allriUulable rib; lu a - iy such 
irxipmcis, bL* simpiiy to fan y scm or tosiumg in n him-lax stolr: 

Those rectors give rise iu AMTta* liability becejee ll>e regu&r lax rules allow 
i.uxpuyes to claim u doduclicn [breach dqpefiLtertl (repugn ving Ific costs dI 
ris. nlii nng n in.isnl-nxl errl raising a torr-lyi and n dnrii luhun Inr lares paid In sl.ilis 
and local governments (reducing 'double ta^allcn'atlhe federal and BtaLe levels:- but 
Pie AM" rules SsalOrt IhCtnS didu'.Uiji'ii. COflWHSrt lie use Suggests IhaL CuiVjieii 
aauld ml ha ve vicweclhc n::l aT having children or living in a uch *iw I.!;:::: bn □ tox 
ewndantje technique Yet lo lire chegm of mpei cbseirers. ihnt « exactly hw ■( ires 
evolved 

Thus while tha EEsncEgitoif n mir mim Ins -r- nol urri:.i»oir.::ln lire AMT nsodrranfity 
strutlured n&& avoivad Into something mat was oe-er intended the W T nils 
taxpayers it was never intended 1 b hit because its exemplion amounL has not been 
indwoed far nllalxii' il punufizet taxpayers tor such nixilax drven Lchavicr us having 
ChSdnfln nr chpdsing to Irvn in e plete Itvil happen^ Ip mppse hgh 19^5: t IpkflS. largo 

numbers on Laxc-ayers by surpr>se - aid subjects Ihem to penallieslo boar, ills vary 
d-iallerlggng to&impule. Hallers Ihe dSOibuliuii or (ha lax burden lhal exists under '.he 
regular In sc ByistftT 1: changes Ihp Ik* nccilivcs built into Ihol system; it roi.f.ii ran 
the-?H?ctabf chanass to Ibk rates Impo&sd ttotter lbs regular let niiea: enp n retires 
the IRS to divert resouroee from ether or kw ily wo-fc to re-program ila considers eeeh 

>■_■!![ to retied. changing uxcniiulsoi aincunLe li ul ns discussed immediately below, 
nltor arc nol sol until wary Ink: initre year 

I urge Congress to repeal ihe AltamaSva Minlirpum Tax to- loiujas ki rhe oonteud or 

furdurnentul lax reform 

2 . Let e-year clvsnges fa the lex cods present significant -challenges r*f 
taxpayers and the RS. particularly for low income and financially 
sir jggl re taxpayers. 

When Congress ireKas changes to the Internal Revenue Code tele in Ihe year, ihe 
IRS must scramble to rep'ticruT Ms corps, ".eu; and laUs alhsr necessury stops to 
implement Ibn cTisnrres Those i:,l n uni tisites «ir do fly tm slat p f lire fJmg 
season iqt a slgolllosnl number cl taxpayers m general. lire irs begins to preosss 
csx returns on as bote January 15. In 2tJC6. however, ihe Tax Relief end Health Cara 
A::l was rol signed nto law untl December 20 , 200 b This lug r. .1I10/1 altoclcd l- ix 
bsnflhts Inr mo to thpn 11 (raliioniexpeydrs The IR&w^s nrt able to process returns 


' £jh Tai bdey PevAi, Thj Fads AtTT PiAtoi-x* Iiaou 20a2,£DD4-2DOS(clktgLxipi^lUfwd 
latula^cu Ihe- 0*l:a art Tax ^nalycs. parronl of Ihs jL.iVa'A- a i 

hit? lawsoi cr cento orplB'tarisyCuhtint'PCI-'iinTtjreivvos pd' 

' J r\>h r N ( . irsM3? TSOSto SUM|2fl») 

F:al l,K *A.l- >Kfi -S JaiA all:lw illAI lI'AlA mn 1 1 milA-i lArpAvAIS CUlMd Tu JuOuLiu' hr felAkt 
and Inca' auk-: n:«. -<k man t ml Ian ‘HXNvCfs etomed Ihe- UndLcinn fur pnshncccnUay lutlor 
jnd twi. btc mens ihsTi w i.Z n-i i nn "^apj/en ctomed Ito- UBdurSraTi far Bdvcrtcr BxpBniB! ntS 
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dnming these: hnnnfits. nnlil Frtinia'y 3, 2037, whrcln ,’jTmi. -ilr-:! ISg n ppm xi mala hy r. 
thrBe-y*etih deiiay.’* Ip 2037. theTsp increase Pre^eracp Act, *^nicr- wasne! slsoed 
idle law LMilil December 26. 220 7 raised II AMT enamplimi -s mounts far 2037 anil 
HKlnn0nid an pnlnring riiiRltar applmi; m prom in 1 lane rr^rlss ' ' T hr |R$ war. unatiln* 
to process abool 13 5 mill on felons claming certain oMhoae UeneUla unt I 

February 11, 203b which uruounled hi ubp’uxhalev u ben ivc-jsN Jisuy. 

Overall, more than &3 percent or ■'iiSvidueMaxpeyart recede r el unde when they rite 
trier returns, and lax refunds n o purlicijlaly iniporlunl to low income Lixpciycx 
Among taxpayers, wtnp received £ITC banafttearK) tan refunds m yw2M6. tha 
average refund amounted to 2t> percent of the taxpayers yearly moorie A taxpayer 
far wham lha re-inn:! s Bosigrificnnl: rflnn makes financial p.nns bnsad ran whan ha or 

sha anlcpFcas replying the refund arm n*ay view ihe rebind as e irtaiine For some 
tax pay era. a delay of two to tour weeks in receiving ilte refund could mean eviction or 
irahliljrto any lha high l a;:: nr hilts Ihatarisr duing winter. Congress should no 
aware Ihel delays in Ihe atari oi tha ling season can cause finance! hardahp for 
taxpayers who depend on receiving limsly relunds jsri!l far some taxpayers Ihe 
n.:gr r.ir'a ortho hardship r.nn tjo sign f*ruirtf. 

In my 2C07 Annual Regcrt Id Congress I wrote .Jl length uLuul olher prOuliims 
nsKMsd i#titi iato-yfle r lax-isw dnwiggs In padKajIar. i discussed data suggasimg 
thai taxpayers may m&s (teftjctksflB tor which Ihey qualify atihply because they do not 
kri::w a tout them. By the lime :he 20136 mid 2007 changes i: scussed atove were 
made. tor sample*. Ihe Form 1 Ctfi) and accompanying mstfuclicns and sNInA- 
wrapped software tor Ihe year at issue had already bean Tinahzed. and some 

taxpayers Iharafora dd not fird out nbaul Ihechnngns 

The major challenges resulting rrom laie-year tax-fenM changes in repenl years have 
prmo.nly inwlvnd Iho extension afaxpring lax pravisKins Ta ensure: In;:: btanbara ri 
Congress undsrsland lbs 'Jing-saaBixi impacl of detamna action onlhesewHEiled 


SUxislics d run<e ril vdu.v kiXiTii t.h RotLina ( nop u sit hoc .r.-Uus-.ir ■:.! Ocoorbo' 2CCD;. 
These decucfions were aJJiirtito Inr Tax Tear 2DOG hy Ihe ~an Rel cl -and stead - Cia'c Art. Fut. L 
fin. 1&M3J flt»ei 

5s*$ IRS tivHif RelKtKW |R-JW?-W. lf?S Bstjvxj Prvn&witq ReA/mt CSmnmfl fnrftndjx i>Hi!x4x:iLT. 

CA.,iift 7fliiMxAiA to FlIa FiiXyL' I! ■ Li'L.i 1 *.' Cnftit.Oinii-’V-Tni r-H L s-hT ! F h n £. XV T!' 
k T1i IIKUUflU Ravmllai Aei.Pua L. Ho 110-ISfi. 121 ElJI £4B1 t2Cd7|. 

n Sen IRS Nrtw RoliiM IH II1SS-13. iRS fijceussA^- AnHcsiyjfl rax Fains AlftssrM Oy TiMr 
ie»-aaioi (Feb. U 2P5ij 

" I" tsx yeer 21X16. Ihe my reee '.ed i JS.thfJ,(KI6 i our i(>ic ?r ielumi ce isstied 1 1 * A rs.Sir 
■ v- i‘i i : k-eh Se*IP3&ile6#!A,St}07.TsbAfl4arx)7 Pvl <*IUnRiiiy. CO iiwvwiii pf itumyv^ lint m?xxr 

I hi bMiImmI or }MRJ ii'.i ■ * b.:n-j|-|L-dHil j . 'I'hi'i Vi.,:-, ■ujuiw M AM]J/ ll-Ai Hx IrthiiiM. -x-ll UnvAi Ihbn 
2D xrctii trl ■Jxp.ii-cri owed a ta anon >:■ ihD rts u ih ;■ um: Ihcy ltd Iheir raiurnd. 

^ IFv& Caxp*ar>:fl Dula Warahousc*. IndhtoLalFtliens Transa:llon Ffe (Ta- 7c,n 2SMi 
' iee NHatol ’-SKoeyer Aihocalr 2tH)7 Atvidi Hepor ta Co*igress *>12 iMasI ISsrxxs Prat em t^*j- 

fmpKJ cf Lury-Tsp* Tyx-L-T-V CllS V^f Un T.fX f T.r,w*.j;. 
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"iscftHrylers' urfJ .ill? in thn yisir, I forornmnncl Ihnl Bib T masury Dnparimnnl ard tnn 
tass-^lling ccnwiMaea creels a tomal process l^ugh which (he IRS's eahmetas or 
the liing-stasoi inlpdCtor s ynlitunl lax ieg^iili-ii i'e ira'isnClKl hi the laji writing 
fOTTiliftM ar kbvomI pgin^ r.ir -in ll'c year, pta-hap? pn April 30, June 30. Ai.gi.sl Ji, 
and monINy Ihereetie*' 

3. tnrr(fi| budgeting ryliw etirpplcaity undnr-lund |h? IftS, .depriving 
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Chairman LEWIS. Ms. Olson, thank you again for being here 
and thank you for your testimony. 

At this time I will open the hearing for questions. I ask that each 
Member follow the 5-minutes rule. If the witnesses will respond 
with short answers, all Members should have the time to ask ques- 
tion. 

I would like to remind Members that the Subcommittee will fol- 
low the Gibbons rule for questions. Members who were here before 
the gavel will be recognized in seniority order. Members arriving 
after the gavel are recognized by the time of arrival. Since we have 
so many new Members, I felt it was necessary to state that just to 
be reminded. 

Madam Deputy Director, the IRS has given its employees greater 
flexibility to deal with taxpayers while struggling to pay what they 
owe them. Have privates debt collectors also been given more flexi- 
bility to help taxpayers? 

Ms. STIFF. So we’ve taken a number of steps to increase the 
ability of our employees to resolve issues with taxpayers with mini- 
mal amounts of documentation or burden on those taxpayers in 
making the decision on how to handle those accounts. And the 
PCAs, the cases they get, those authorities that we’ve given to our 
people generally won’t be necessary in the situation of the PCAs, 
because by definition the private debt collectors are working cases 
where the taxpayers can either full pay or they choose to enter into 
an installment agreement. And, anything beyond that, the case 
comes back to the IRS and the flexibilities would be applied there. 

Chairman LEWIS. I thank you, Ms. Stiff. 

Ms. Olson, why is it so important for taxpayers to deal directly 
with the IRS and not private collection agency when trying to pay 
their taxes? 

Ms. OLSON. Well, as Ms. Stiff said, the private collection agency 
employees don’t have the ability to place taxpayers into currently 
not collectible status to process an offer in compromise, to really 
make any decision that requires the exercise of judgment and dis- 
cretion. Our screens on these cases aren’t sophisticated enough to 
pick-up taxpayers in those circumstances, so many of the taxpayers 
that the private collections agencies get have to be referred back 
to the IRS for processing. It’s a duplication of effort. 

Chairman LEWIS. Let me now yield to the Ranking Member for 
question, Mr. Boustany. 

Mr. BOUSTANY. Thank you, Mr. Chairman. 
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Deputy Commissioner Stiff, the taxpayer advocate sites data in 
her written testimony that valid offers and compromises have fall- 
en and that her analysis suggests more valid offers were deterred 
rather than frivolous ones. Do you concur with that analysis? 

Ms. OLSON. I know that the data would say that there’s a fewer 
number of offers coming into the agency today, and I guess the po- 
sition I’d like to take on that, and I spent a lot of time thinking 
about this over the weekend, because over the past four to 5 years 
I think Nina and the IRS have spoken numerous times to Members 
of this body and other Members of the Congress on the offer in 
compromise program. We’ve taken extraordinary steps and meas- 
ures to improve it. Nevertheless, I think the most important fact 
that I focus on is the fact that last year roughly 50,000 taxpayers 
came in and requested to be a part of the offer in compromise proc- 
ess. 

I think that suggests that there’s a disconnect between what’s 
available to taxpayers and what they’re availing themselves of, so 
I’ve asked our staff last night. I said I think it’s appropriate that 
we’re going to bring in a third party to do an assessment of how 
we’re doing our work to help us figure out where we may be put- 
ting impediments or barriers that we’re not even recognizing. And, 
more importantly, I want to bring in a third party who can help 
us determine, who are. That’s what they do for a living is deter- 
mine how to reach a customer base or a taxpayer’s base and figure 
out how we can improve our communications, how we can improve 
what we’re doing at each step so that an offer in compromise be- 
comes a viable collection tool, not just for IRS employees, but in the 
minds of taxpayers and preparers. 

So I think what I’d like to say here today is that we’ve been talk- 
ing about this for a long time and I think it’s time now to take an- 
other step and bring in some outside expertise to help us expand 
and see if we can’t let the American public see the offers in com- 
promise are a viable option in the appropriate circumstances. 

Mr. BOUSTANY. Thank you, and Ms. Olson in your testimony 
you discussed your research on the affect of the 2006 legislation 
which required taxpayers making an offer to make a downpayment 
of 20 percent of the offered amount. As a result, the number of of- 
fers fell 21 percent based on your testimony. I see that the receipt 
from offers also fell by roughly the same amount. 

The Joint Committee on Taxation estimated that this legislation 
would raise 160 million in the first fiscal year after its enactment. 
Were there some other actions or events that could have contrib- 
uted to this decline in offers, or was the fall caused solely by the 
legislation? 

Ms. OLSON. I actually think that that fall was caused by the 
legislation. If you look at the table we have in our testimony, the 
number of accepted offers between 2000 and 2008 fell by 72 per- 
cent. And the first fall was attributable to what I believe are the 
IRS’ burdensome procedures. Then we imposed a user fee and then 
this 20 percent down requirement came in. And we did a study 
that found that the taxpayers who submitted good offers — offers 
that were accepted right before the legislation was passed — in 56 
percent of those cases taxpayers got their money for the offer for 
people other than themselves, from their family, from friends, from 
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churches, from employers. So the legislation itself, nobody’s going 
to give somebody money to put down on an offer that you don’t 
know is going to be accepted or not. It’s only when you know it’s 
going to be accepted that you’ll give that money. So we lost out. 

Mr. BOUSTANY. Would you expect receipts from offers to return 
to previous levels if we suspended that 20 percent downpayment? 
In other words, do we have 30 million per year as a revenue raiser 
on our hands? 

Ms. OLSON. I think it has to be coupled with a vigorous out- 
reach campaign. And, I have to add this: I personally don’t think 
we need an outside expert to tell us how to run the offer program. 
We have models how to run the offer program correctly. Most prac- 
titioners believe that the offer program is dead, and so they go to 
bankruptcy for the clients rather than going into the offer in com- 
promise program. And we lose money. So it has to be eliminating 
the 20 percent down and vigorously telling taxpayers we want to 
get good offers, and then changing our procedures so we receive 
good offers. We don’t stop them at the door like we are now. 

Mr. BOUSTANY. Thank you. 

Deputy Commissioner, would you like to respond? 

Ms. STIFF. I believe as I said earlier that there are literally mil- 
lions of accounts receivables, taxpayers owing delinquent debts. 
Only 50,000 came in last year to apply for the offer program. I 
think that the program we have works. I think we’re actually 
granting as many offers pro ratably that we’ve ever granted. 

I think the issue for me is there’s a gap between taxpayers that 
are availing themselves of the program, and that suggests to me 
two things: one, that perhaps we’re not introducing the program or 
making it available in a way that it resonates; and, two, that I 
need to be doing something that touches the hearts and minds of 
taxpayers so they realize the program is there and they can use it. 

Mr. BOUSTANY. Thank you. 

I yield back. 

Chairman LEWIS. I am pleased to recognize Mr. Etheridge for 
questions. 

Mr. ETHERIDGE. Thank you, also, for having this hearing and 
for our witnesses for joining us today. 

Madam Deputy Commissioner, I applaud your efforts to aid the 
taxpayers that are facing economic difficulty in light of the current 
economy, because it really is tough as you indicate in your testi- 
mony. And over the last several years there’s really been a sharp 
increase in the fund anticipation loans that people have taken out 
anticipating a loan. 

So with that and with the current recession being even deeper, 
there may be even more taxpayers who borrow against those ex- 
pected tax refunds to save their money a little quicker. And my 
question to you, are you seeing an increase in these types of loans 
already this year or can you tell yet. Is it too early to know? 

Ms. STIFF. It’s too early for me to definitively say that there are 
more or less RAU ones. I do think in the first few weeks of the fil- 
ing season we had a slight increase in the number of returns file 
claiming EITC credits, and generally speaking, that’s where you 
see the RAU activity. But it’s so early that the increase isn’t statis- 
tically suggestive or to be relied on at this time. 
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Mr. ETHERIDGE. The reason I asked that question is because 
I feel that some of these loans create a problem for some of these 
taxpayers, so my question is this. Are there steps that the IRS is 
taking or can take that might minimize the number of taxpayers 
who choose to participate in these refunds, anticipate the loans 
that will help the taxpayer. Because that’s really what it’s about; 
that they don’t wind up with less than they could have had because 
they’ve had to participate in these programs. 

Ms. STIFF. I absolutely agree with you. It’s a sad state. Unfortu- 
nately, it occurs where taxpayers actually are willing to engage in 
the loan and pay the interest on the loan so that they can have the 
money instantaneously. We are trying to modernize our systems so 
that we will be able to accelerate the timeframe for refunds. 

If you file electronically, you’ll get your refund within seven to 
ten days. Our CADE system, which is our new modernized plat- 
form, processed last year roughly 35 million of the 140 million indi- 
vidual returns on that new system, and it provides the refund in 
roughly four to 6 days. Sadly, there are still taxpayers for whom 
four to 6 days is longer than they’re willing to wait, and so they 
still avail themselves of the RAUs. 

Mr. ETHERIDGE. I thank you, because I think this is an area 
where we can have as much impact on people who really have the 
greatest need, probably anything we can do to speed this up and 
minimize that drag time certainly puts money in the pocket of tax- 
payers quickly. 

Ms. Olson, do you have a comment on that? 

Ms. OLSON. Yes, I think that what Ms. Stiff said about the 
CADE is very important and I think if congress authorized the IRS 
to do an advertising campaign that informed taxpayers of the dif- 
ferent options, because right now there’s so much advertising about 
these immediate loans, us simply saying it in a press release is not 
going to be enough to get the message across. 

Secondly, I think the government needs to create stored value 
cards for taxpayers. We do it with Social Security, and 26 some odd 
states do it for unemployment compensation where taxpayers who 
don’t have bank accounts can get what is essentially an ATM card. 
They can go to any bank and could get their refund downloaded. 
We already have the technology, and I think we just need to do 
something like that. There are taxpayers working at large compa- 
nies that get their payroll on these stored value cards. They could 
write that information in and we could get their refund out very 
quickly within these four to 6 days. 

Mr. ETHERIDGE. I thank you. 

And Mr. Chairman, I think this is an area where we can have 
a real impact on a lot of folks who have tremendous needs and it 
will be a hug savings. In the little time I have left, let me ask one 
final question. Are there more taxpayers calling IRS for assistance 
now than there were last year at this time? And is it increasing? 
And I guess my question would be what are taxpayers asking that 
we can help with. 

Ms. STIFF. Okay. The answer to that question is yes. More tax- 
payers are calling us than they did last year, and that in itself is 
a significant statement, because as you know, last year we were 
kind of crushed with the number of phone calls calling about stim- 
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ulus. There are a couple of things that are impacting the calls that 
we’re having this year. First of all is that if you were eligible, well, 
if you were a taxpayer and you got stimulus last year, and you got 
a reduced amount or you didn’t get it, but over the course of the 
year you became eligible for more than you got, you have an oppor- 
tunity this year to claim that additional amount on your tax re- 
turn. It’s called the rebate recovery program. 

Unfortunately, because of the way the law was crafted that’s a 
somewhat complex computation and an inordinate number of tax- 
payers who have tried to do that have experienced errors, and so 
we find them calling. Secondly, you know, in our e-file program, 
you can electronically file and you can submit your return; and, in 
the past, I’m hoping you all e-file or that someone is e-filing for 
you. But, if you e-filed it, then subsequently you had to send the 
IRS a form with your signature on it. 

We made a change this year at the urging of just about every- 
body and anybody involved in it that you shouldn’t need to send 
that form, that you could rely on a pin. That process of using the 
pin to file requires you to know your AGI or your adjusted gross 
income from the prior year. And, I guess, unlike myself, a lot of 
taxpayers don’t have their prior year returns in a desk drawer and 
go look up their AGI. Instead, they pick up the phone and they’re 
calling the IRS and saying can you tell me my AGI so I can e-file 
this year. So we’ve had an inordinate amount of that kind of traffic. 

The third area that we’re experiencing, and I think it really 
makes good sense and I think if I’m the taxpayers instead of the 
IRS I would probably do the same thing. They have been 
bombarded on the media, in the news, on the TV, with talk of stim- 
ulus, with talk of bailouts, with talk of checks. We have thousands 
of taxpayers calling us a week saying am I entitled to anything. 
Should I be getting something? What do I need to do to get some- 
thing? And I don’t think it’s clear to them how that works, and so 
we are receiving an inordinate amount of phone calls. 

Mr. ETHERIDGE. Mr. Chairman, thank you for your indulgence, 
and this rates as a real issue that might need to consider. They do 
need some money to do some advertising to help get. 

Chairman LEWIS. Thank you very much. 

Mr. ETHERIDGE. Thank you, Mr. Chairman. 

I yield back. 

Chairman LEWIS. Well, thank you. 

I think that is very helpful. 

Mr. Roskam is recognized for question 

Mr. ROSKAM. Thank you, Mr. Chairman. 

And welcome. Thank you. It’s an honor to be here. 

Ms. Stiff, Chairman Lewis pointed out, I think accurately, that 
we’re going to be getting a lot more inquiries in our district offices. 
More and more people are hurting. There’s this looming tax liabil- 
ity that’s out there and I represent a district in the West and 
Northwest suburbs of Chicago that has an expectation of what’s 
good is good for the gander, just fair play. 

I am going to ask you to comment on Secretary Geitner’s treat- 
ment by the IRS, because it was a highly celebrated. Well, not cele- 
brated. It got a great deal of attention. I’m obviously not going to 
ask you to comment on anything that’s in a confidential file, but 
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the facts and figures are in the public domain. So there’s an expec- 
tation that I am going to be hearing from constituents when they 
incur a tax liability and incur interest, and, presumably incur a 
penalty that they’re going to be treated and sort of get the Geitner 
rule applied to them. 

Can you comment on what their expectation is? What their ex- 
pectation should be? The calculation that the IRS made as it re- 
lated to Secretary Geitner’s tax liability and the decision not to 
pursue a penalty and to let him off by simply writing a check for 
the tax liability and the interest. And, what is it that animates the 
decisionmaking at the IRS, and how does it apply to the district 
that I represent? 

MS. STIFF. Okay. Clearly, I can’t speak to any of the facts spe- 
cific to Secretary Geitner’s individual tax matter. What your con- 
stituents should expect, that if they owe an amount for their tax, 
that they’re going to be charged with the amount of tax they owe. 
that their going to be charged with interest and penalties to the ex- 
tent they’re applicable. 

If your taxpayers believe there’s a reason that those penalties 
shouldn’t apply that they meet the reasonable cause standard, then 
they should expect to be prepared to explain that to us and engage 
with us in a discussion, and those decisions are individual facts 
and circumstances based on the penalties that would apply in their 
case. 

Then, thirdly, they should expect that once those amounts have 
been determined and agreed-to, that if they’re experiencing difficul- 
ties in coming up with ways to pay that that they need to engage 
with us to talk through what payment plan options there might be, 
what alternatives they would have that would allow them to re- 
solve their tax debts in a way that isn’t overly burdensome to them 
as an individual. 

Mr. ROSKAM. Okay. Let’s assume for the sake of argument that 
someone has the ability to pay the liability as Secretary Geitner 
did. And let’s further assume that there is a similar self-employ- 
ment issue. Let’s say I have a constituent that worked for the 
International Monetary Fund and didn’t pay their taxes. Is it an 
expectation that that taxpayer that I represent would be treated in 
that same way, not pay the penalty, regardless of whether they 
sort of, you know, pull out a laminated hall pass that says my ac- 
countant said this even though I got a letter from the IRS. I mean, 
how is that? 

Ms. STIFF. First of all, and I’m not trying to be coy. I’ll be per- 
fectly honest with you. I don’t know the specific facts of Secretary 
Geitner’s case, but I can tell you that if a taxpayer failed to pay 
self-employment tax we would expect them to report it, pay the 
taxes they owe. They’re going to be subject clearly to the interest 
that flows with that. And the penalty that they may or may not 
be subject to will be dependent on the facts and circumstances of 
their case and the reasons for why they found themselves in that 
situation or not. 

Mr. ROSKAM. Okay. Our time is coming to a close. Two ques- 
tions: could you follow-up; and, I’d like to hear from you once you 
do know the facts of the case. And at some point in the future with- 
in the next couple of weeks, could my office hear from you on that? 
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That’s question number one; and question number two is what 
is it that creates the predictability for how a taxpayer is going to 
be treated and is this an area that needs further inquiry into the 
future. Because if it’s completely within the discretion of the inter- 
nal revenue service and you’re bound by a confidentiality that says 
you can’t disclose, and I would submit sometimes that’s handy and 
sometimes that’s a burden. Right? And you’d even acknowledge 
that. 

Ms. STIFF. Be happy 

Mr. ROSKAM. Let me just finish, because my time is winding 
up. 

I think it’s very important moving forward in this environment 
where, I think, there’s going to be more and more concern about 
people being treated fairly in the same way in which powerful peo- 
ple are treated in this country. 

Mr. Chairman, with that, I yield back, because my time has ex- 
pired. 

Chairman LEWIS. Deputy Commissioner Stiff, do you care to re- 
spond? 

Ms. STIFF. I’ll respond by saying we’ll be happy to get back with 
you and I don’t want to suggest that the application of interest and 
penalties is discretionary. It’s a part of what’s expected. The discre- 
tion or the judgment comes in if there’s a reasonable basis that it 
shouldn’t be applied. But we’ll come back to you and we’ll talk 
more in detail about that. 

Mr. ROSKAM. I’m out of time. I’d love to engage you further. 
Thank you. 

Chairman LEWIS. Mr. Higgins is recognized for question. 

Mr. HIGGINS. Thank you very much, Mr. Chairman. First of all, 
Ms. Stiff, in your testimony you had indicated that the good news 
is in this economic contraction that working families may be eligi- 
ble for the earned income tax credit which will put money in their 
pockets. The bad news is that as many as one in four eligible tax- 
payers are not claiming the credit. 

You go on to talk about the initiatives the IRS is making to go 
into those economically distressed areas with free tax preparers, 
does the IRS have a goal relative to insuring that people do in fact 
claim the credit and is there a period of time within which that 
goal is anticipated to be achieved? 

Ms. STIFF. Let me just provide a little bit of background to what 
you’re saying. I mean our goal clearly would be that every taxpayer 
that’s entitled to that credit would know it, claim it, and get the 
benefit of it. Having said that, the one in four number I itself, 
there’s more behind that. There is about approximately an 86, 85 
percent participation rate with the EITC credit for people who are 
eligible with two children. So the reason for that is at that level 
the value of the credit can go as high as $4800 for a family. 

The participation rate for taxpayers with no children, so the 
averages kind of mask that, is roughly 56 percent; and, the reason 
for that is the credit at that amount can be as low as $430. So 
there’s a different incentive and a different interest in making that 
claim, not that $430 isn’t a significant amount of money at those 
income levels. 
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So where we find ourselves now is we’ve spent years trying to up 
the total participation, and what we’re finding now is we need to 
make this remaining lift in the participation rate, that we’re going 
to have to have targeted outreach. And it may have to be different 
for the 56 percent with no children than it is to get the additional 
40 percent on the families with two children. 

Mr. HIGGINS. What was it 5 years ago? 

Ms. STIFF. I don’t know the answer off the top of my head, sir. 
I’d have to get back to you on that. 

Mr. HIGGINS. But improved? 

Ms. STIFF. I think the overall rate was between 68 and 75, so 
the IRS has done extraordinarily well with families with children 
and I think what you find in what we call the childless worker pop- 
ulation is that many of those people have marginal wages, so they 
may not even be getting large refunds. They may not even be filing 
returns; and, so, they don’t even find out that they could get this 
$450 credit which would offset the Social Security that’s taken out 
of their checks. 

Mr. HIGGINS. Okay. Ms. Olson, what do you see as the most 
complex aspect of the Tax Code for individual taxpayers, particu- 
larly during this economic downturn? 

Ms. OLSON. You know, that’s such a hard question to answer 
because the law is so complex. You know, there are different things 
that impact different taxpayers. Again, we just had the discussion 
about the single worker who doesn’t even know there’s this benefit 
out there he can get. 

We have in the retirement provisions people who may need to 
take early withdrawals from their accounts, and they may be 
taxed. They’ll not only be taxed on those early withdrawals, but de- 
pending on the kind of retirement plan they have, they may get an 
additional 10 percent tax. You know, that’s a real trap for the un- 
wary. 

I think that the indicator of just how complex the law is is that 
over 80 percent of individual taxpayers pay for assistance in pre- 
paring their returns. Over 60 percent go to paid commercial pre- 
parers and another 22 percent by software; and that’s not counting 
the people who go and get the free tax preparation. So it’s just the 
sheer size of complexity is just overwhelming. 

Mr. HIGGINS. Yeah, well, as a taxpayers advocate, what are 
suggestions, you know, you would have for simplification of the 
process? 

Ms. OLSON. Well, we have certainly recommended in the report 
additional simplification of the family provisions so that instead of 
having six different provisions that people have to wade through 
we really have a basic family credit and a basic worker’s credit. 
We’ve recommended simplification of the education incentive so 
people don’t have to have a degree to figure out which one’s the 
right one for them. And, again, as I talked about the retirement in- 
centives and I would have to say you have to eliminate the alter- 
native minimum tax. 

Mr. HIGGINS. Thank you, Mr. Chairman. 

Chairman LEWIS. Among this group, Members I don’t think 
would be in too much disagreement with that. I think that would 
be a proper consensus among the Members of the Committee — not 
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just the Subcommittee, but the Full Committee — that we must find 
a way to eliminate this tax; and, one day — one day — we will find 
the courage to do just that or find the means to do it. 

Mr. KIND. We shall overcome, Mr. Chairman. 

Chairman LEWIS. We shall overcome some day — someday. 

Mr. Reichert is recognized for question. 

Mr. REICHERT. Thank you, Mr. Chairman. 

And I echo Mr. Roskam’s statement in honor to be here and an 
honor to serve with you and the rest of the colleagues here. 

Chairman LEWIS. Thank you for being here. 

Mr. REICHERT. My pleasure. I wanted to follow-up if I could on 
Mr. Roskam’s line of questioning, just with a couple of thoughts. 
So talking about owed tax, interest and penalties, and there’s dis- 
agreements with that, then I think Ms. Stiff, you said there should 
be an engagement between the IRS and the taxpayer. And then 
hopefully you come to some agreement. 

How does this process take place? Is there a mediator? What if 
there’s no agreement? What happens? Is there a mediator that 
comes in that’s bipartisan personality? 

Ms. STIFF. I don’t know that I would say that there’s a mediator 
in the sense that you’re probably referring to. If taxpayers owe us 
money and they want to debate the amount of money they owe as 
a result of an audit, they do have due process. There’s an appeals 
process, which does bring in third-party to look at the facts of the 
case and reach a conclusion. Taxpayers can always exercise their 
options to go to court. 

On a collection action, if we’re proposing a lien or a levy as a re- 
sult of the failure to pay, they have an ability to appeal that proc- 
ess. Most of where that discussion is to the reasonableness around 
penalties, which is the issue that he was raising, takes place at the 
frontline, either between the individual that’s interacting with the 
taxpayer as to the facts and circumstances. And we recently made 
some systems changes and some process changes, actually, at 
Nina’s urging in her report, to ensure that taxpayers aren’t being 
penalized during the period of time that we’re having that debate. 

Mr. REICHERT. I would assume that some time in this process 
of discussing the disagreements that exist, someone makes the de- 
cision whether or not there’s a criminal offense that’s occurred. Did 
that sometimes happen? 

Ms. STIFF. Yes, sir, we do. We have an active what we call a 
“fraud referral process,” so that either in the collection or the ex- 
amination stream, if our personnel identify what we call the badges 
of fraud, which are a series of indicators, then when we feel that 
we’ve got enough there. Then we’ll cease on our civil activity, and 
we’ll actually refer that case over to our criminal investigators so 
they can evaluate it for its criminal potential. 

Mr. REICHERT. This is where the Miranda warnings then come 
in? 

Ms. STIFF. Yes, sir, it is. 

Mr. REICHERT. Thank you. 

I want to just follow-up to on some comments that you mentioned 
there were increased calls. I’m just wondering by thousands of 
calls, have you asked for additional staff. Is there a need for addi- 
tional staff? 
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Ms. STIFF. We’ve been very fortunate. You and your colleagues, 
and in particular Chairman Lewis, have taken steps to assure that 
the stimulus bill that you just passed included funding that is 
going to supplement our staff which should help in responding to 
some of the calls that are related to the stimulus. 

Mr. REICHERT. Will there be a need for additional staff, do you 
think? 

Ms. STIFF. It’s probably too soon for me to say that. I think that 
what we’ve asked for and with the passage of an ’09, the omnibus, 
will position us to get us out from under the CR, and it also pro- 
vides for some additional funds to handle the phone traffic as a fol- 
low-up to last year’s. I think when we get that money we should 
be positioned to respond to what’s coming at us. 

Mr. REICHERT. Great. Ms. Olson, you mentioned the tax gap in 
your testimony and that the IRS’ lack of resources is significant. 
And it’s an impediment to your ability to really get your job done 
and it creates this tax gap. You mentioned that the complexity of 
the Tax Code in your testimony for example regarding AMT. 

Do you think the complexity of the Tax Code contributes to the 
tax gap? 

Ms. OLSON. I think that it contributes to a part of it. There are 
so many causes for that, and in a way I believe that that goes to 
how we should treat taxpayers. If you have someone who is actu- 
ally undertaking fraudulent activity, that’s going to require a very 
vigorous response from the IRS in terms of enforcement action and 
criminal investigation action and criminal charges. 

On the other hand, if you have someone who is just confused and 
has made a mistake you really have to look at what’s the right ap- 
proach for that person: clearly, educating them; making sure they 
don’t do that again; and then making sure that they pay the tax 
and the interest to the extent that they’re able to that gets into the 
penalty discussion. 

You know, I recommended a few years ago the proposal that was 
called the one-time, stupid act penalty abatement, where you basi- 
cally give people a pass the first time. Because the goal of the pen- 
alty really is to make sure that they stay in voluntary compliance, 
so let’s educate them and say go and sin no more. You do it again, 
expect a penalty. 

Mr. REICHERT. Thank you. Thank you Mr. Chairman. 

Chairman LEWIS. Thank you very much. 

Mr. Kind is recognized for question. 

Mr. KIND. Thank you, Mr. Chairman. 

I want to thank our two invited guests here today for your testi- 
mony and thank you for holding this very important hearing. We 
have a lot of important issues coming up that gives us a lot of op- 
portunity to delve into, many of it with you, one of which is obvi- 
ously the recently enacted Economic Recovery and Investment Act 
(ERIA). There’s a lot of tax credits and deductions, exclusions, 
things of that nature; and Ms. Stiff, maybe we could start with you. 

In regards to the type of public education awareness campaign 
that needs to take place so people understand this more and know 
what they can take advantage of now, it is somewhat complicated 
and I’m just wondering what steps the IRS is taking in order to 
help with that public education campaign. 
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Ms. STIFF. The IRS has actually been working feverishly in an- 
ticipation of the passage of the legislation. Clearly, it was impos- 
sible to finalize what you’re going to communicate and what’s the 
best way to communicates it ’til you knew what was there. So we 
were well-positioned when the bill passed to drop in, kind of, what 
the provisions are, the rules. 

We’ve got to have forms. We’ve got to have pubs. We need to get 
information out to taxpayers swiftly. We’re working on that and I 
think we’re days away from being able in a number of those provi- 
sions to be fully loaded for Bear in terms of communication, not 
weeks or months. 

Mr. KIND. And a user friendly website, I assume, will go to IRS? 

Ms. STIFF. Yes, absolutely everything will go to IRS dot gov. 

Mr. KIND. Is this something our offices will be able to link to, 
because we’re already getting inquiries, my constituents. 

Ms. STIFF. Yes, sir. Clearly, we’re still having on some of the 
provisions, we’re still having to flush exactly how it’s going to be 
administered, and so we want to have the information when we get 
it out there, be as useful as we can. But I think given that the pas- 
sage has been in recent days, I would expect that within just a very 
short, few days, that we’ll have at least for the provisions that are 
affected or affect taxpayers who are trying to file their tax returns 
this year, we’ll have that out there. 

Mr. KIND. And can we assume that the various software entities 
that exist for tax preparation purposes are going to be able to up- 
date all that? Because we’re already in tax filing season. 

Ms. STIFF. Yes, sir. We have been working with them again 
since before the holidays to ready for this. They face that same 
problem we did until it was passed. They couldn’t complete pro- 
gramming. We are talking to them multiple times a week and en 
masse and individually. And at this point, I think by and large 
we’ll all be prepared to move in time to get done what needs to be 
done, what you’ve asked us to do this year. 

Mr. KIND. Now, the making work pay tax provision in the recov- 
ery package, that’s going to be dealt with through the employers 
not taking as much withholdings out of the paychecks. What do 
you suspect the compliance rate will be with that? 

Will the employers be able to make that quick adjustment? Be- 
cause this is my understanding kick in, in April already, and last 
throughout the rest of the year. 

Ms. STIFF. I think that for that type of provision we generally 
find that most employers are able to respond quickly and nimbly 
to that and aren’t expecting a lot of compliance issues there. 

We expect this time next year as taxpayers are trying to rec- 
oncile what was withheld and what they owe, we may see some ad- 
ditional issues or questions then. But, our experience is that our 
employers are as a general rule prepared to respond to a change. 

Mr. KIND. What about employees with multiple paychecks or 
multiple jobs? 

Ms. STIFF. That’s where it gets complex, because which with- 
holding gets adjusted. Where, and is the employee going to be left 
as I said earlier at the end of this year, either having been over 
withheld more than they wanted or under withheld; and, part of 
our communication strategy will be to alert taxpayers to that. But 
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I’m confident that with 140 million individual filers this year, there 
will be some that will encounter that difficulty. 

Mr. KIND. Let me ask you too. I know it’s a small item, but it’s 
one that nevertheless tends to bother me from time to time. I no- 
tice that in the tax rebate notification process last year, but it’s my 
understanding the IRS is going to be sending out some tax with- 
holding reports to nine million employers starting in mid-March, 
mailing it out. 

How much is that going to cost and is it necessary to have to ac- 
tually mail those reports out to nine million employers, when my 
guess is all of them are automated anyway and they can get this 
information off the Internet? 

Ms. STIFF. I don’t know that it’s nine million or not, so I won’t 
dispute your number. But I don’t, off the top of my head, actually 
know. 

Mr. KIND. At least that’s what been reported. 

Ms. STIFF. It hasn’t been. Okay. I’ll say two things. We will 
have the tables on the web, in fact, they may be on the web. I’ve 
lost track in the last few days here. We’ll have the tables on the 
web for employers to begin accessing almost immediately. 

Mr. KIND. Right. 

Ms. STIFF. We also feel that we do have to distribute the tables, 
because there’s 20 something million small businesses in this coun- 
try; and, to assume all of those, particularly some of the very small, 
are necessarily going to use the web. 

I don’t think that you or anyone would want — you’re intending 
for this money to get to these taxpayers — and we need to ensure 
that we equip the employers with the information they need to 
make that happen. I don’t know the cost, but I probably can get 
that. 

Mr. KIND. Well, I would like to follow-up with you on that, be- 
cause we are in the 21st century now; and with all due respect, 
technology is a major part of what’s going on in the economy. And 
it just seems, you know, nine million withholding tables being 
mailed out individually. It seems to be an incredible waste of re- 
sources and money. 

I mean, last year, Mr. Chairman, you may recall there were two 
IRS notifications on the tax rebate check to the vast majority of 
people telling them you don’t have to do anything. And it cost us 
a hundred million dollars to do those two mailings for that. So I’m 
just wondering if the IRS is thinking through this, how we can best 
utilize technology for cost savings; and, granted, the withholding 
tables may not be that expense to mail out and there may be cer- 
tain segments that need that and show up in their doorstep. But 
I would hope that as we’re moving forward, given the budget 
crunch, Your Honor, we try to streamline some of this. 

And, finally, Ms. Olson, I couldn’t agree with you more on tax 
simplification and would love to begin a dialog with you, especially 
with the education and the savings complexity in the Code right 
now and how we can streamline that and consolidate it. I know you 
and your organization has done a lot of work on that, and some of 
those issues where you mention it and everyone’s head goes up and 
down in vast agreement, you’ve just got to start doing it. 

Ms. OLSON. Thank you. 
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Ms. STIFF. Thank you. 

Chairman LEWIS. Mr. Davis is now recognized for question. 

Mr. DAVIS. Thank you, Mr. Chairman. 

Ms. Stiff, unlike Mr. Roskam I don’t have any constituents who 
work for the IMF so I won’t waste your time on that. Let me 
though talk about something that’s a little bit more relevant to my 
constituents. The University of Alabama runs an organization 
called the Center for Ethics and Social Responsibility; and the very 
talented young man who runs it happens to be the grandson of the 
former Supreme Court Justice, the late Hugo Black. 

And several months ago the Center conducted a sting operation. 
They used law students to go to tax preparer sites in the state of 
Alabama. All of these tax preparer sites purported that they would 
help you get an anticipatory refund in very short order. Sting oper- 
ation was done in these 13 sites. Virtually every single one of them 
was engaging in some kind of negligent practice or some kind of 
practice that was an outright misrepresentation — virtually every 
single one of the 13. 

So Mr. Black has put together a legislative proposal at the Ala- 
bama legislature is currently considering, and it has several inter- 
esting components I want to get your reaction to. One of the things 
that this legislation would require is that for tax preparers, first 
of all, would have to be licensed by the state of Alabama. The sec- 
ond thing is that after being licensed as with lawyers, as with doc- 
tors, as I understand is the case with accountants, they would have 
CLE obligations. They would have to regularly take courses to up- 
date their knowledge of the shifting sands of tax law; and, in addi- 
tion to that, they would have to pass a proficiency exam before they 
could be licensed at all to be tax preparers. 

Could I get some reaction from you, Ms. Stiff, and from you Ms. 
Olson, as to the advisability of a legislature passing that kind of 
remedial action to protect people from tax preparer services? Ms. 
Stiff, I’ll start with you. 

Ms. STIFF. Yeah, I’ll say a couple things. Nina will probably be 
in a position to respond probably more completely than you are be- 
cause in the role of the IRS we generally enforce and don’t advo- 
cate laws. But I will say we are concerned. 

People that hold themselves out to the public and take on that 
fiduciary responsibility that they conduct themselves in an appro- 
priate manner and we’re taking steps to strengthen our own moni- 
toring of that universe and where we’re developing a preparer 
strategy in outreach, I know there’s been much debate by this body 
and on the Senate side as well around the merits of registering of 
licensing of monitoring; and, I think that there’s pros and cons to 
that. 

I am confident that there’s administerability issues with doing 
any and all of what you’re saying, and I think there are folks that 
will say to some extent it will help. To other extent, it tends to 
make it more difficult for the already compliant and drive the non- 
compliant further underground. So I think there’s a lot of debate 
to be had on the issue. 

Mr. DAVIS. Ms. Olson, would you like to weigh in? 

Ms. OLSON. Well, in 2002 one of my legislative recommenda- 
tions was to do exactly what you suggested: register, test, and re- 
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quire continued testing of what I call unenrolled preparers; people 
who are not attorneys, certified public accounts or enrolled agents 
who already have a testing and annual continuing education pro- 
posal. That provision has been passed several times by the Senate. 

Congressman Becerra had a bill last year that had the most re- 
cent version of it and I think there’s actually very little debate on 
this at this point. 

Mr. DAVIS. Unless you’re in the Alabama legislature. 

Ms. OLSON. Well, every single major practitioner group, includ- 
ing these unenrolled preparers nationally have come out in support 
of this proposal. There are little things around the margin that 
they’re concerned about. 

I just say to me the worst thing that could happen is to have 50 
different regimes around the United States for the Federal tax law 
so that people who prepares from one state to another have to meet 
all of those requirements. This is a Federal law and I think we 
need to make sure that the people who are making their living by 
preparing returns, Federal tax returns, meet a basic level of com- 
petency; and we have to have the regime for that. 

Mr. DAVIS. And I would just conclude, Mr. Chairman, by saying 
Ms. Olson I suspect you’re right. An ideal world there would be a 
Federal standard in place. For various reasons that has not hap- 
pened. I think it should happen and until we get to that point, it 
seems eminently reasonable to me that states would regulate in 
this area. As a matter of just common sense, it seems to me if 
you’re preparing tax returns for people and holding yourself out by 
definition as someone who has expertise that you ought to have to 
pass some exam that says that you have that expertise. 

As we’ve established, tax law changes constantly. This body has 
made changes. The last several years have been very impactful, so 
it seems reasonable that you ought to have to know about those 
things. And last comment, what has predictably happened in my 
state is that there was a lot of momentum around it. It was moving 
in a particular direction, and now a lobbying group has formed in 
the state of Alabama to fight for the right to prepare returns with- 
out being licensed. Not surprisingly, the lead entity in that lob- 
bying front happens to be the company that have the most egre- 
gious violations and the sting operation that was conducted. 

Thank you, Mr. Chairman. 

Chairman LEWIS. Thank the gentleman, Mr. Davis from Ala- 
bama, for raising the issue. I think that concern would have been 
before us before, that you have this little fly by-night tax preparer 
that comes around during filing season, and a sort of rip-off to tax- 
payers. And then I’ve heard they sort of disappear. 

Mr. Becerra, who I want to yield to has been involved in the 
issues. I yield. 

Mr. BECERRA. Mr. Chairman, thank you very much. 

Mr. Chairman, I think this type of hearing, in fact, I think infor- 
mal sessions with both Ms. Stiff and Ms. Olson would be very 
worthwhile for us. So first thank you for being here, your testi- 
mony, your observations; and, once again, Ms. Olson, thank you for 
your excellent recommendations on what we could try to do. 

I think much of what you said includes actions that could be 
taken without legislative authority; and, perhaps we could work 
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with you on trying to help move in that direction with some of 
these activities. 

Mr. Chairman, Ms. Olson has in her testimony a figure that I 
think is important for us to note. There were more than 2,600,000 
taxpayers with delinquent accounts that or non-collectible accounts 
in 2008. That same year, the IRS accepted about 10,600 offers in 
compromise, negotiated settlement, with some of these taxpayers 
who were delinquent. Interests have been trying to resolve it. An- 
other 22,500 or so were taxpayers given a chance to arrange partial 
payment installment arrangements. 

That means that only one of every 78 taxpayers, who is delin- 
quent or has an account that’s non-collectible, had an opportunity 
to try to resolve this without facing some further legal challenges 
or consequences. I am gratified to hear that the IRS is trying to 
do a little bit more and that recently you announced that you were 
going to try to deal with this situation economic distress that many 
taxpayers find themselves in to try to be more accommodating for 
those who are reasonably trying to do what they can to pay their 
share of taxes that they owe. 

But, I have a question that I’d like to ask Ms. Stiff and Ms. 
Olson. Actually, let me direct it to Ms. Olson for now. Those private 
collection agencies that are collecting from many of the most dis- 
tressed families out there, because many of the accounts that these 
collection agencies have are people with modest incomes whose tax 
obligation is quite low. But for them it’s a big debt. These collection 
agencies don’t fall into the same requirements and responsibility 
that IRS personnel do to try to provide taxpayers with information 
about what they can do to try to make it easier for them to pay 
their taxes owed. 

Do those agencies have those same types of requirements? 

Ms. OLSON. No. The only thing that those agencies can do is ask 
the taxpayer if they can full-pay or if they can pay within 3 years. 
And anything else, the case has to go back to the IRS; and, clearly, 
the incentive is there that you would in ever so subtle ways, you 
would want to keep the case, because that’s what your commission 
is basically based on. The agency’s commission is based on the col- 
lections from the full payments or the installment agreements that 
they bring in, not that the IRS brings it. 

Mr. BECERRA. So first these private tax collection agencies are 
not required to inform these taxpayers that they could actually use 
the IRS directly to try to resolve their problems if they’re wishing 
to try to pay their taxes. 

Ms. OLSON. They are required to tell the taxpayer that they can 
opt-out. I do not know if that’s in their scripts. It is in the first let- 
ter that the taxpayer gets. But it doesn’t say that you can opt-out 
and talk to the IRS about an offer in compromise. 

Mr. BECERRA. And are they required to tell these taxpayers of 
the new steps that the IRS is taking to assist taxpayers facing dif- 
ficulty paying their taxes? 

Ms. OLSON. Not to my knowledge. 

Mr. BECERRA. And then secondly we find that these tax collec- 
tion agencies earn their money. They make their profit by making 
sure the collection occurs. 

Ms. OLSON. Right. 
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Mr. BECERRA. So if they get a cut of the collection, it’s not in 
their interest to send them over to the IRS. They get no cut if they 
just send them over to the IRS. They are the ones that have to col- 
lect. So it’s almost in their interest not to inform taxpayers of the 
services that the IRS provides free to try to help them make ar- 
rangements to collect their taxes, which I think is especially in this 
time of economic hardship just the wrong way to go. 

Ms. Stiff, I know many of us have concerns with private collec- 
tion agencies for quite some time in this regard, and I hope that 
we have an opportunity to talk more specifically with the agency 
about this, because I think this is the worst time for us to be hav- 
ing headhunters out there looking for people who might be willing 
to pay their taxes but aren’t being given all the information that 
should be out there for them to try to help them deal with all their 
economic circumstances that they faced right now. 

Mr. Chairman, I know my time has expired, but if I may just 
make one other point, it concerns me to no end to know that a So- 
cial Security recipient can have his or her Social Security monthly 
stipend levied against based on an IRS claim. Now, we’re all tax- 
payers, and we all have to pay what we owe the government. And 
if it’s not a voluntary system, we’re in real trouble and we have to 
encourage people to be forthcoming and participatory. 

But, I’ve got to believe there’s a way for the IRS to work with 
recipients or taxpayers who are recipients of Social Security and 
probably for their main source of income to work with them to 
make sure that as we collect the debt they owe the government 
through taxes that we do it in a way that accommodates their need 
to continue living, especially if the Social Security check is their 
main form of income. 

I know that there are limits that you can place on other types 
of levies, but there is apparently no limitation on at what level you 
can dig into the pocket of someone who receives Social Security 
payments. And I hope that we can examine that a little closer, be- 
cause this is probably not the time to hit people who live off of So- 
cial Security to pay their taxes. 

I suspect that they would be more than willing to help make 
their payments if we could reach some accommodation with them; 
and, so, if we could follow-up with that, I would very much appre- 
ciate it. 

Ms. STIFF. Sure. 

Chairman LEWIS. Let me just ask the two of you. If there any- 
thing that you want to tell us that you think we should know dur- 
ing this filing season? Do you think we have all the information 
that we need? 

What is your greatest concern during this filing season? 

Ms. OLSON. I’m going to say something, because I think Linda 
is in an awkward position to say this. 

Chairman LEWIS. You don’t think she had the courage to speak? 

Ms. OLSON. I think that in her position she’s not able to say 
very clearly the resource demands on the IRS about the last couple 
of years with the economic stimulus payment and now the new pro- 
visions that are coming in. And I just thought giving some informa- 
tion about the level of service on the phones. Last year was a 
record level of service meaning calls came in and essentially rough- 
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ly what percentage of the calls were we able actually to get to. And 
I’m not even talking about the wait time that taxpayers have be- 
fore we can get there. 

But, through February 7th of this year, their overall level of 
service was at 55 percent and a year ago even with the difficult fil- 
ing season the same time it was at 79 percent. On the main 1040 
number, through February 2nd of this year, the level of service — 
this is the main number for individuals — is at 50 percent, and a 
year ago it was at 80 percent. And my own phone number, my own 
toll free number for the taxpayer advocate service, where we get 
the cases where taxpayers are having the difficulties, you know, 
with these things. This is answered by another part of the IRS. It’s 
part of the main phone system, but it’s a dedicated line. 

We are at 69 percent level of service and a year ago we are at 
83 percent; and I think that as we look to the IRS to deliver pro- 
grams, deliver stimulus to the economy, become a method for help- 
ing people with health insurance who’ve been unemployed, we have 
to really think hard about what the IRS needs and resources in 
order to be able to do this job. There are lots of reasons for why 
the IRS should do the job, because we have that contact with tax- 
payers. 

But, on the other hand, if we’re doing all these other jobs and 
not able to deliver our core ability to process the returns, answer 
tax law questions, deal with account questions, collect money when 
taxpayers are calling us, you know, then all of us are harmed. And 
I just want to make the case for perhaps this Committee weighing 
in with the appropriators about, you know, the need for really ade- 
quate funding for the IRS in interfacing with the taxpayers of the 
United States. 

Chairman LEWIS. Ms. Olson, I appreciate your comments and I 
appreciate you sharing those with us; and, I’m sure my colleagues 
appreciate it and the IRS appreciate it also. 

Mr. KIND. Mr. Chairman, could you yield on just that one point? 

Chairman LEWIS. I assume the same applies to that low-income 
taxpayer clinics that are being established and the increase in de- 
mand for assistance and help with those clinics in preparation? 

Ms. OLSON. Yes, and I’m so proud of their growth that we’re up 
to 160 now, and we get applications. We do a survey, a needs as- 
sessment of United States low-income taxpayers, to identify areas 
where there are populations of taxpayers that we believe need the 
assistance. And there are many places out there that I think we 
could get a program started with other community groups. 

Ms. STIFF. May I just insert I think there may be the issue isn’t 
just how much or how many. The issue is that we are now on about 
an 18-month run of asking the workforce or the IRS to do a very 
heavy lift over and above what their core mission, as Nina put it, 
and a lot of nights, weekends, holidays, vacations sacrificed for 
doing that. And I think that like any business at some level when 
you do that for so long you just increase the risk of people’s ability, 
their alertness, those things. So I think when you say what do we 
worry about, I think that’s an issue that continues to be something 
that the Commissioner and I are both cognizant of. 

Chairman LEWIS. Thank you. We appreciate it. 
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I want to yield and recognize the Ranking Member, Dr. 
Boustany, for in addition the question and statement you’d like to 
make. 

Mr. BOUSTANY. Thank you, Mr. Chairman. And that is, Ms. 
Stiff, I’m glad to see that the IRS is recognizing the upheaval and 
uncertainty in the housing market. And there are going to be dif- 
ficulties with valuations of properties, predictably as we look at the 
offers in compromise agreements. And in your testimony you refer 
to or you suggest that some of these cases will be referred to a spe- 
cialized group. Could you elaborate a little bit on that? 

Ms. STIFF. Yes, what we’re doing is kind of instilling. I’ll con- 
sider it a fail-safe for the taxpayers. It’s that in an offer in com- 
promise situation, if there’s real estate involved, the valuation of 
that real estate, the decisions that are made, could hinge on that. 
And so we want to ensure that if for any reason we’re denying or 
that our information about the valuation runs contrary to that of 
what the taxpayer believes it is, that those cases will go to a spe- 
cialized unit of people — I think they’re located in Texas — whereby, 
they’ll take the extra step and make sure that the valuation we’re 
relying on is based on the best facts and come back to it that way. 
So it provides what I would describe as the fail-safe for the tax- 
payer. 

Mr. BOUSTANY. I thank you. 

And, finally, our colleague, Mr. Roskam did raise some important 
questions regarding fairness and the public perception of fairness. 
And he referenced the case of Secretary Geitner. And I think it’s 
important, and I think your term as he was ending his line of ques- 
tioning was having a reasonable basis for not applying certain pen- 
alties, finds and so forth. It would be helpful to us to have some 
general guidelines on how that is carried out, particularly in high 
profile cases. And I’m not going to put you on the spot now with 
it, but if you could get back to us in writing on that, it might be 
helpful. 

Ms. STIFF. Will do! 

Mr. BOUSTANY. Thank you. 

With that, Mr. Chairman, I am happy to yield back. I don’t know 
if my colleague here has an additional question with your indul- 
gence. 

Chairman LEWIS. Yes, you are recognized. 

Mr. REICHERT. Thank you, Mr. Chairman. 

I won’t take up the full 5 minutes but I just want to quickly com- 
ment that I do understand the difficulty in answering some of 
these questions. I was Sheriff in Seattle prior to coming here to 
Congress and I testified both as an appointed sheriff and an elected 
sheriff in front of my county counsel. So I understand the dif- 
ference in your ability to share freely, but I am a little disappointed 
that that my question I asked earlier was, I think, initially ad- 
dressed until the Chairman pressed it, just a little bit as far as 
staffing and the need for staffing additional funding and how much 
that might cost. 

So I want to focus on comments made about the offer in com- 
promise program. There was, I think, Ms. Stiff. You mentioned 
that you wanted a third party assessment and are you thinking of 
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process mapping effort in that program? Is that what you’re look- 
ing at? 

Ms. STIFF. Well, that will be part of it, but it’s actually less. 
We’ve spent a good deal of time in the last 4 years re-engineering 
our internal processes, process mapping, looking at where the work 
needs to be done. And, while there remain, you know, as with any 
program and opportunity for improvements there, I think the big- 
ger question for me now isn’t what happens when they get in. It’s 
increasing the number of people who are availing themselves of the 
program and then assuring they’re being treated in a fair and equi- 
table way once they’re in. 

Mr. REICHERT. What would be the cost of that, do you think? 

Ms. STIFF. Of the study? 

Mr. BOUSTANY. Yes, of your third party assessment? 

Ms. STIFF. I don’t know off the top of my head. 

Mr. BOUSTANY. And so you’ve been talking about this for a 
while though. How long has this discussion in the IRS been going 
on? 

Ms. STIFF. Oh, actually not. As I said earlier, when I was going 
through everything last night and looking at what we’ve done, 
we’ve been working with Nina. We’ve been working with practi- 
tioners and preparers. It’s a perennial issue everywhere we go, and 
it occurred to me that it may be time for us to look at it differently 
than we’ve been looking at it if we’re going to solve it. 

Mr. REICHERT. Would this be expanded beyond the offer in 
compromise program? It seems to me that the IRS overall could 
use a third party assessment. 

Ms. STIFF. I’m not sure specifically to what your question is. We 
have independent assessments ongoing at any given time in spe- 
cific program areas. We also have ongoing oversight by GAO into 
specific programs. 

Mr. REICHERT. Is GAO considered to be a third-party assess- 
ment for you? 

Ms. STIFF. Yes. 

Mr. REICHERT. Yeah. Okay, thank you, Mr. Chairman. 

Chairman LEWIS. I would like to thank the IRS Deputy Com- 
missioner and the national taxpayer advocate for the time and tes- 
timony. 

The Subcommittee appreciates your views. Thank you for being 
here today. We look forward to seeing you again; maybe not soon, 
but sometime later. There’s more business to come before the Com- 
mittee. This hearing is now adjourned. 

Thank you very much. 

[Whereupon, at 11:28 a.m., the Subcommittee was adjourned.] 

[Submissions for the Record follow:] 

STATEMENT OF HOWARD S. LEVY, FORMER IRS TRIAL ATTORNEY 

I am a former IRS attorney who has helped everyday people work through IRS 
economic difficulties for almost 20 years. I have seen through the eyes of the govern- 
ment, and have seen the faces of taxpayers in distress. I appreciate the opportunity 
share my observations and recommendations. 

The problems of taxpayers who are in the system are well-documented. The IRS 
offer in compromise program is broken; IRS expenses allowances make obtaining in- 
stallment agreements virtually impossible. Older IRS tax debt sits uncollected, leav- 
ing taxpayers in financial limbo for years. 
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My clients who are in the system are increasingly using bankruptcy to eliminate 
IRS difficulties, a course of action that cannot be good for the client, the govern- 
ment, or the economy. 

But the weight of the 6.1 million taxpayers who are out of the system deserves 
equal attention. 

I urge you to offer amnesty to the 6.1 million IRS non- filers if they come forward 
and pay the taxes they owe. This will strengthen, not weaken, our tax system. It 
will alleviate economic hardship on taxpayers. It will also bring the Treasury bil- 
lions of needed dollars not just now, but into the future. 

For most, life situations lead to dropping out of the tax system , not a desire to 
gain an advantage. It could be divorce, medical problems, or the challenges of a 
business during these hard economic times. If the taxes cannot be paid, the returns 
are often not filed. 

Once behind, interest and penalties escalate to the point that a taxpayer can never 
catch up. The failure to act is magnified by the fact that interest and penalties dou- 
ble the original tax liability every five years. I have seen the discouraged faces of 
hard-working Americans — paying $100 monthly on a $20,000 tax debt — when they 
discover that the amount they owe is actually increasing, not decreasing, because 
of the interest and penalties. 

For taxpayers who come forward with their taxes, provide amnesty relief from the 
interest and penalties if the returns are filed and the tax is paid over an agreed upon 
payment plan. To ensure future compliance, implement a five year probationary pe- 
riod to stay current on all future obligations. Those suspected of tax crimes would 
not be eligible. 

In addition to the non-filers, there are millions of taxpayers who have filed and 
owe money. They badly want to repay their debt. They try to pay it, but can never 
break free from the weight of interest and penalties. It holds back their businesses, 
their lives and the economy. Provide the same relief to them. 

Tax amnesty works. States offering non-filer amnesty have been highly successful 
raising money and bringing taxpayers back into the system. Nevada recently col- 
lected nearly $41 million between July and October, 2008 from amnesty. Oklahoma 
generated about twice what it expected, raising $82 million in 90 days. 

If two states could generate $123 million in less than four months, imagine the 
benefit by including everyone back into the Federal system? 

Tax debt puts lives and economies on hold for years. Employment opportunities 
are lost and new business ventures delayed; home ownership is an impossibility. 

People want a fresh start. We as a country are now dedicated to reclaiming finan- 
cial stability. To achieve that, encourage those who are out of the system to come 
back in. Implement IRS collection policies that encourage taxpayers who are in the 
system to stay there. 

I would be happy to meet with Committee Members to discuss this Statement. 
My contact information is Voorhees & Levy, LLC, 11159 Kenwood Road, Cincinnati, 
OH 45242, howard@voorheeslevy.com; www.howardlevyirslawyer.com. 


Howard S. Levy 


STATEMENT OF INVESTMENT FRAUD VICTIM’S TAX RELIEF THROUGH 

IRC SECTION 165(c)(2) 

Victims, taxpayers and citizens, in general, are experiencing an extraordinary 
chapter in American financial history. Economic challenges, budget deficits and tax 
implications lead the list of many issues confronting citizens and legislators. Sur- 
facing in the midst of what appears to be mass chaos is yet another disturbing 
issue — victims of investment theft suffering irrecoverable losses in their life savings. 
One bright spot, with the uncovering of these massive investment scams, the media 
is finally bringing attention to the fact that there are hundreds of thousands of peo- 
ple across this great country who are suffering tremendously at no fault of their 
own. 

For the last ten years, I have been fighting for financial recovery for victims of 
investment theft. There’s been a law on the books since 1954 that helps some vic- 
tims, but most often it ignores the truly needy in favor of the wealthy. Unfortu- 
nately, it also requires a monumental struggle with the IRS to get the deserved re- 
lief. The pain and suffering these issues caused demanded I shift my focus and be- 
come an advocate for victims in three ways: 
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Investment Fraud Prevention Through Education 

Maximize Recovery Through Legitimate Sources 

Changes in the Tax Code to Carry Out the Intention of the Law 

PROBLEM— LACK OF CLARITY, COUNTLESS (MIS)INTERPRETATIONS & 

INEXPERIENCED PROFESSIONALS 

The $50 billion dollar Bernard Madoff Ponzi Scheme brought this subject to the 
public, but sadly, and very importantly, it also surfaced so-called experts that began 
advising victims on the recovery option under Internal Revenue Code Section 
165(c)(2). Adding to the tragedy of these losses is the fact that those same experts 
are supplying incorrect information. As an example: Stanford Law School and a 
former senior tax attorney for the IRS are both normally sources you can depend 
on for tax law advice. They are both valuable sources of information, but in trying 
to help victims of investment fraud, they recently published information that could 
cause more problems than they solve. 

An article, Long And Winding Path To Tax Relief For Madoff Victims, appeared 
on accountingweb.com dated February 19, 2009. Stanford University provided infor- 
mation on the IRC 165(c)(2) tax deduction, quoting a former IRS official. This article 
is an example of a long list of experts serving up misconceptions, serious omissions, 
wrong answers and lost opportunities. Add The Wall Street Journal, MSN, the New 
York Times and even the IRS to your list of experts providing incorrect information, 
and you begin to understand the seriousness of the problem. 

FACTS— CURRENT TAX LAW HELPING VICTIMS OF INVESTMENT THEFT 

Current law includes but is not limited to, the following facts: 

IRC 165(c)(2) 

• Law was established in 1954 to help investment fraud victims recover a por- 
tion of their losses through tax benefits (much like that of natural disaster 
loss victims or casualty losses such as a destroyed automobile not covered by 
insurance). It was readdressed in 1984 by the Tax Reform Act, which did 
away with the 10 percent exclusion/$100 per item reduction. 

• Deduction allows qualifying victims to take their total net loss against ordi- 
nary income in a single year. 

• Deduction allows for the taxpayer to go back three years after declaring the 
loss in the “Year of Discovery” if a Net Operating Loss (NOL) remains, or, 
they can waive their right to go back, and carry the NOL forward up to 20 
years. 

• Deduction allows for up to a 20 year carry forward, with the exception of 
when the 3 year carry back is utilized, which subsequently creates the poten- 
tial for a 23 year benefit. 

• Losses in IRA and Pension Funds Do Not Qualify. 

• The taxpayer must prove the investment was made and lost by reasons of 
theft as defined in the state where the transaction took place. 

• Taxpayer must exhaust all reasonable means of recovery. 

• Taxpayer must be able to prove privity (Private or joint knowledge of a pri- 
vate matter; especially:cognizance implying concurrence (Merriam-Webster) or 
in practical terms, there was a first hand relationship between the thief and 
the victim) in order to qualify. Ponzi scheme victims are generally not held 
to this requirement but that I’m aware, that exception is not written as fact. 

• (Some) IRS agents consider any form of pending legal action (individual, class 
action, Federal indictments, bankruptcy or receivership) as potential recovery 
and will deny a claim until such time as that open pursuit of recovery is re- 
solved. 

• IRS requires a victim to provide proof of cost basis (copies of checks, front and 
back, wire transfer confirmations, disbursements, withdrawals, recovery, etc.). 

• Taxes on phantom income are recoverable in full but are only allowed to be 
carried back 3 years. The balance (NOL) can be carried forward up to 20 
years. 

FICTION— MISINFORMATION COMMONLY GIVEN TO THE PUBLIC 

• Before a taxpayer can claim a deduction, they must first exclude 10 percent 
of their Adjusted Gross Income and $100 per item — Wrong. Although origi- 
nally an aspect of the deduction, this exclusion was eliminated 25 years ago 
by the Tax Reform Act of 1984. 

• 2 Year Net Operating Loss Carry Back — Common misconception. Other than 
in 2002, when Congress allowed an exception allowing for 5 years, the carry 
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back has always been 3. The 2 year carry back does not apply to investment 
losses caused by theft. 

• Up to 50 percent recovery of loss — Misleading. In my experience, taxpayers 
should expect to receive a total benefit between 10-20 percent of their loss. 
Although there may be an exception out there somewhere, I’ve never seen any 
victims receive even close to a 50 percent benefit. 

• The deduction is taken in the year victims discover the money is gone — 
Maybe but not likely. Convincing the IRS of the right year to take the deduc- 
tion is complicated. The big issue is the taxpayer having “exhausted all rea- 
sonable means of recovery”. The “year of discovery” determination will vary 
from agent to agent. 

• The deduction is simple to obtain — Really? It takes a knowledgeable and ex- 
perienced 165 tax preparer to guide both taxpayers and the IRS agents 
through this process. I promise you, you should be prepared to be fully pre- 
pared. Taxpayers should expect to be reviewed carefully. 

FUTURE— NEW PROPOSED LEGISLATION 

For some time, I have been trying to get Congress to see the need for changes 
in the law. The size of the Madoff ponzi scheme helped me with my mission to get 
congresses attention. In doing so, they are now discovering how prevalent invest- 
ment theft and ponzi schemes are in America. Congressman Kendrick Meek of Flor- 
ida’s 17th district moved quickly and proposed new legislation on February 24, 
2009. I’m thrilled to see it happen, but it did not go far enough. 

Proposed changes to current tax law. 

• Will allow a 10 year carry back (or length of time in fraudulent investment, 
whichever is lesser) on cost basis and taxes paid on phantom income verses 
the current carry back of 3 years. Given the fact that a great deal of injured 
investors are in the retiree/elder categories and have had little to no income 
over the last several years, this change will hopefully increase the chance of 
them reaching a year where significant taxes were paid. 

• Proposes to provide assistance to individuals who contributed to charitable or- 
ganizations. This is a new aspect to the law and it needs to be further exam- 
ined in order to determine just who gets what benefits? It’s not clear on how 
this will work and I’ll have to wait for more details before I can comment. 

• New legislation uses the word “estimate” verses “ascertained”. This may be 
a big help in the filing of the claims in a reasonable amount of time, but it 
is not definitive and more work needs to be done. 

FUTURE— CONTINUED— QUESTIONS NOT ADDRESSED 

• Will the complicated terms “Year of Discovery, Privity, Scienter, Cost Basis 
and Complete and Final Transaction” be defined in a way that makes it rea- 
sonable for the taxpayer to meet the requirements for filing? Regardless of 
what legislation is proposed or passed, unless these issues are defined in a 
way that tax payers, their tax professionals and the IRS alike can under- 
stand, little if any of this assistance will reach the intended recipients. 

• Why is this limited to just ponzi schemes? Although certainly less publicized, 
other forms of investment fraud are still investment fraud and all qualifying 
victims should be given the same consideration, Will the new legislation actu- 
ally limit the amount of time before a victim can claim the deduction and the 
IRS can take to approve it? The current process often takes so long that vic- 
tims lose everything, including benefits, their homes and even their lives, be- 
fore the help arrives. 

• Will IRA and pension savings be added to the forms of acceptable losses/vic- 
tims? A huge constituency of victims falls into this category and although 
technically they never paid taxes, they still worked hard for their money and 
would have paid them when the time arose. The money was withdrawn, the 
perpetrator was enriched and he or she should owe the taxes. Regardless of 
whether the IRS actually receives them, the victim should be entitled. 

• Would a uniform tax rate potentially be the better and fairer way to go? Al- 
though the current proposed legislation goes far in trying to help, there are 
still a group of individuals that will be left helpless. As many of these individ- 
uals paid on average 15-20 percent in taxes when the money was made, it 
doesn’t seem quite fair that they are penalized for having grown older or now 
having no income. 

SOLUTION 

I’d start with definable (and reasonable) guidelines for tax payers and profes- 
sionals. Next would be setting up fair opportunities for recovery across the board, 
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regardless of tax bracket or age. And finally would be the creation of an organiza- 
tion, or an IRS qualifying exam, that sets the standards for professional services. 
Setting these guidelines and standards, much the same as what CPAs, doctors, at- 
torneys, etc. must adhere to or lose their standing, would help satisfy the IRS that 
the claims are legitimate, would provide the relief that so far is nearly impossible 
to receive and insure that the professionals assisting these victims are qualified and 
making claims in good faith. By enacting legislation that gives the IRS authority 
to qualify those who represent taxpayers, they’d not only protect the victims, they’d 
protect all taxpayers against fraudulent or unworthy claims. 

It was a breath of fresh air to finally see someone step up and try to help these 
people and I applaud Congressman Meek. He’s taken the first step, and with a few 
additions, he could make this law something to be proud of. 

I’d like to officially request an opportunity to discuss this issue with the individ- 
uals working on this bill and formally request the opportunity to speak before any 
hearing considering it. I not only can provide valuable practical information on how 
current legislation is affecting individuals but potentially can provide insight into 
aspects not yet considered that directly impact this issue. 

Thank you for your time and consideration. 

Moira Souza Shiver 
MSS Advocacy Group 
mssl65.com 
moira@mss 165 .com 


STATEMENT OF COLLEEN M. KELLE Y 

Chairman Lewis, Ranking Member Boustany, and distinguished Members of the 
Subcommittee, I would like to thank you for allowing me to provide comments on 
IRS assistance for taxpayers experiencing economic difficulties. As President of the 
National Treasury Employees Union (NTEU), I have the honor of representing over 
150,000 Federal workers in 31 agencies, including the men and women at the IRS. 

Mr. Chairman, NTEU believes that in the current economic climate, it is more 
important than ever that taxpayers be able to deal with the IRS directly to work 
through any financial difficulties they may encounter. IRS employees have a wide 
range of tools and information at their disposal, which allow them work with tax- 
payers to address their financial hardships and to become compliant. 

Above all else, the IRS employee’s interest is in assisting struggling taxpayers to 
meet their tax obligations in a way that will not exacerbate their financial distress. 
When an IRS employee works with a taxpayer, the employee has access to all of 
the taxpayer’s information and can answer questions and offer advice. For example, 
they can see whether a taxpayer has not filed a return and explain that the sooner 
the taxpayer makes arrangements to address filing and balance due issues the less 
penalty and interest they will owe. They can look at the taxpayer’s records and an- 
swer questions about why they owe a balance and what they can do about it. They 
can also tell the taxpayer that they are not having enough taxes withheld by their 
employer and need to address that or that if an ex-spouse is claiming a child as 
a dependent they will not also be able to receive an exemption. If a simple mistake, 
like a math error, has occurred, they can fix it. They can provide an extension of 
the time period for payment. They can make a determination that the taxpayer 
meets the currently not collectible requirements or whether the taxpayer may be eli- 
gible for an Offer in Compromise, in which part of the balance due is foregone. 

In addition to this wide-range of services, the IRS just last month announced a 
number of additional steps which will allow IRS workers to better assist financially 
distressed taxpayers. These include, providing IRS employees with greater authority 
to suspend collection actions in certain hardship cases where taxpayers are unable 
to pay; allowing skipped payments or partial monthly payments for taxpayers in ex- 
isting installment agreements that have previously paid on time but are no longer 
able to do so due to loss of employment or some other financial hardship; easing 
ability of some taxpayers to get an Offer in Compromise, and speeding delivery of 
levy releases for homeowners who are behind on their taxes who want to refinance 
or sell their homes. 

Mr. Chairman, while these additional flexibilities will better enable IRS workers 
to provide some struggling taxpayers with the assistance they require to work 
through their financial difficulties, some of our most vulnerable taxpayers, including 
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low-income taxpayers, those with language barriers, the elderly and the less edu- 
cated will continue to be disadvantaged as a result of the IRS’ continuing use of pri- 
vate collection agencies (PC As) to pursue tax debts. Aside from the folly of turning 
this inherently governmental function over to the private sector, use of the PCAs 
to collect taxes creates a double standard and disadvantages Americans who may 
be in the most dire straits. 

Unlike the PCAs, the IRS is able to provide special assistance to the most vulner- 
able in our society. IRS workers can postpone, extend or suspend collection activities 
for a period of time, make available flexible payment schedules that provide for 
skipped or reduced monthly payments or waive late penalties or postponing asset 
seizures. 

The PCAs cannot offer taxpayers any of these authorities. They can only request 
full payment of taxes owed either immediately or in an installment agreement of 
5 years or less. What is worse is that taxpayers who deal with PCAs are extremely 
unlikely to know that other options are available to them if they deal directly with 
the IRS, because the PCAs do not inform them. 

The PCAs sole interest is to collect from a taxpayer the balance due amount they 
have been provided. They have no interest in whether the taxpayer owes other taxes 
or may not have filed required returns, nor do they have access to any other tax- 
payer records, so they are unable to answer any questions, provide any advice or 
use any tools, such as extensions or offers in compromise. 

In addition, while taxpayers unfortunate enough to be assigned to the PCAs are 
limited to interacting with the PCAs over the phone, vulnerable taxpayers that pre- 
fer personal, face-to-face tax assistance with IRS employees can do so at the 
401Taxpayer Assistance Centers (TACs) located nationwide. Taxpayers are able to 
visit the TACs when they have complex tax issues, need to resolve tax problems re- 
lating to their tax accounts, have questions about how the tax law applies to their 
individual income tax returns, or feel more comfortable talking with someone in per- 
son. 

The IRS is also specially equipped to assist persons with limited English pro- 
ficiency work through their financial troubles through its Multilingual Initiative 
(MLI). This service wide initiative provides written and oral assistance to Limited 
English Proficient (LEP) taxpayers in Spanish, Chinese, Vietnamese, Korean and 
Russian. This program ensures that non-English-speaking taxpayers who lack full 
command of the English language and are experiencing financial difficulties are able 
to take advantage of the wide array of services that the IRS can offer them. 

In calling for an end to the IRS use of PCAs, Nina Olson, the National Taxpayer 
Advocate, an independent official within the IRS that looks out for taxpayer rights, 
has said that taxpayers who are unrepresented and vulnerable are disproportion- 
ately likely to be contacted by PCAs, and that the median income of taxpayers as- 
signed to the PCAs is significantly less than that of taxpayers assigned to the IRS. 

In addition, Olson has noted that no case can be turned over to a PCA in which 
a taxpayer is represented by a tax professional. Thus, “taxpayers who can afford 
representation are exempt from this initiative.” Clearly, that treats lower income 
taxpayers more harshly than others. 

Clearly, a tax system relying on public confidence that everyone is paying her or 
his fair share is dangerously eroded by the double standard generated when bounty 
hunters collect taxes from vulnerable people for profit and people who work directly 
with the IRS are receiving assistance that those working with debt collectors are 
not. 

NTEU strongly supports provisions in the Omnibus Appropriations bill to cut off 
appropriations for PCAs and supports H.R. 796 introduced by Chairman Lewis and 
Chris Van Hollen that would repeal the IRS’ authority to use them. 

Mr. Chairman, NTEU believes that in a bleak economic landscape, with sky- 
rocketing job losses, home foreclosures and rising credit delinquencies, the last step 
we should be taking is disadvantaging people who are among our most vulnerable 
taxpayers. 

IRS employees remain committed to assisting delinquent taxpayers facing finan- 
cial difficulties in the current economic climate. With access to a wide range of tools 
and information, the IRS can provide struggling taxpayers the flexibility and assist- 
ance they need to meet their tax obligations during the current economic downturn. 
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STATEMENT OF SANTA BARBARA BANK & TRUST 

Dear Mr. Chairman: 

On behalf of Santa Barbara Bank and Trust (SBBT), a brand of Pacific Capital 
Bank, N.A. and one of the nation’s largest providers of tax-refund related products, 
I am writing to respond to testimony offered by Nina E. Olson, the National Tax- 
payer Advocate, at the Subcommittee’s February 26th hearing to examine assistance 
available from the Internal Revenue Service (IRS) to taxpayers experiencing eco- 
nomic difficulties. 

The Taxpayer Advocate’s testimony focused on the tax compliance challenges fac- 
ing struggling taxpayers during this tax filing season. One such challenge cited by 
Ms. Olson was that “[m]any taxpayers who are entitled to tax refunds and need 
them quickly do not receive them for weeks and this delay drives many of them to 
pay significant transaction fees to obtain refund anticipation loans (RALs).” 1 In fact, 
we believe that RALs offer a significant value to almost nine million families who 
use them every year to more quickly obtain access to needed funds in anticipation 
of their tax refunds. 

For many low-income taxpayers, Federal tax refunds represent the largest sum 
of money they will receive at any one time in the entire year. As Ms. Olson’s testi- 
mony noted, “[a]mong taxpayers who received the earned income tax credit (EITC) 
and tax refunds in tax year 2006, the average refund amount was $3,184, and the 
average adjusted gross income was $15,763. Thus, the average refund amounted to 
20 percent of each taxpayer’s adjusted gross income.” 2 The National Taxpayer Advo- 
cate also stressed in her 2007 Annual Report to Congress that delays in obtaining 
tax refunds can be particularly challenging for low-income taxpayers: 

Tax refunds are particularly important to low-income taxpayers — A taxpayer 
for whom the refund is so significant often makes financial plans based on when 
he or she anticipates receiving the refund and may view the refund as a lifeline. 
For some taxpayers, a delay of two to four weeks in receiving the refund could 
mean eviction, inability to pay the high heating bills that arise during winter, 
or defaulting on credit card bills from the holiday season. 3 

The length of time it takes for taxpayers to receive their tax refund depends on 
(1) whether or they file electronically, (2) have a bank account and can receive the 
tax refund through the IRS Direct Deposit program, or (3) are unbanked and would 
have to wait for the IRS to send their refund via paper check. For taxpayers who 
have bank accounts and can receive their refunds through direct deposit, the IRS 
has done a good job of shortening the delivery time to between 8-15 days. However, 
for taxpayers without bank accounts, obtaining a refund via paper check still takes 
up to eight weeks from the date they file their tax return. 

Ms. Olson is concerned that for unbanked taxpayers, such potentially long delays 
“drive many of them to pay significant transaction fees to obtain refund anticipation 
loans (RALs).” 4 While SBBT cannot speak to the transaction fees charged by tax 
return preparers, we believe that our RAL fees are very reasonable and that RALs 
provide a valuable service by bridging the potential eight week gap that those with- 
out bank accounts would otherwise have to wait for their tax refunds. 

SBBT’s average RAL amount in 2008 was $3,286. For that loan, SBBT charged 
a total of $113 in fees, including a $31 bank account set-up fee and a finance charge 
of 2.5 percent of the loan amount. Other than the actual principle due the bank 
(typically repaid after the IRS deposits the expected refund into a customer’s tem- 
porary RAL bank account), there are no other loan fees, payments or interest due 
from the taxpayer, even if the IRS holds the refund up (e.g., because the taxpayer’s 
return is undergoing a compliance check) or ultimately refunds less than the ex- 
pected amount. There is simply the one-time fee. We believe this is certainly a fair 
amount to pay to receive access to much needed funds up to eight weeks faster than 
the IRS can currently deliver them. 

In order for SBBT to be able to offer RALs to taxpayers at a fair and reasonable 
price, we must develop a business plan each year for the program. This “plan” is 
based upon loan repayment rates, projected volume and certain fraud assumptions. 
The loan repayment rates are projected out over the tax season to determine the 


1 Written statement of Nina E. Olson, National Taxpayer Advocate, before the Subcommittee 
on Oversight, House Committee on Ways and Means, Hearing on Tax Compliance Challenges 
Facing Struggling Taxpayers, February 26, 2009, p. 14. 

2 Id., p. 15. 

3 National Taxpayer Advocate’s 2007 Annual Report to Congress, December 31, 2007, Volume 
I, p. 5. 

4 Id., p. 15. 
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funding curve that the bank will need to cover the loans until repayment occurs. 
Finally, income projections for the filing season complete the “plan,” which is subse- 
quently used to secure appropriate funding for the program. Funding agreements, 
sometimes obtained outside the bank, and their performance are critical to achieve 
profitability 

This filing season, our RAL program has been thrown into disarray as a result 
of significant IRS delays in providing timely refunds for thousands of taxpayers who 
are also RAL borrowers. Our information tells us that the Service is experiencing 
significant processing and operational delays, in part due to added compliance 
checks instituted this year. As a result of these IRS processing delays, the rate of 
return that SBBT will earn on its RAL program will be less than what was esti- 
mated in our plan. Because our earnings will be lower than estimated, next year 
the cost of funds to securitize our RAL lending program will likely increase. That 
increase will inevitably be passed on to consumers. 

Collectively, the RAL banks consider ourselves to be major stakeholders in the 
IRS electronic filing program. Returns associated with RALs represent 20-25 per- 
cent of all e-filed returns. RALs provide an important service every year to millions 
of taxpayers at a fair price. While the Taxpayer Advocate’s suggestion to expand re- 
fund delivery channels is commendable, delivery of refunds for debit cards would 
not be a panacea for the processing and operational delays that occur in almost 
every tax filing season. For example, the compliance checks instituted this year 
would still have caused delays in refunds being loaded to debit cards for thousands 
of taxpayers. Conversely, thousands of taxpayers who otherwise would have had to 
wait (and would still be waiting) for their refunds obtained much-needed funds 
within 24-48 hours after filing their taxes by using RALs. Until the IRS is able to 
quickly and efficiently deliver all tax refunds, we believe that RALs will continue 
to play an important role in tax administration. 

We look forward to discussing with you and the Subcommittee staff ways in which 
both the private and public sectors can achieve greater transparency for fees 
throughout the entire tax preparation process, rather than simply continue to focus 
on RAL fees. 


Sincerely, 

Joseph Sica 

Senior Vice President 

National Government Relations Director 



